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Erratum 
p.88 Table 1 see Table 1 below 


TABLE 1 
NUMBER OF ITALIAN BANKS BY JURIDICAL TYPE 

1938 1948 1956 1966 1974 
Banks af National Interest 3 3 3 3 3 
Public Law Banks 5 5 6 6 6 
Ordinary Credit Banks 170 151 145 152 131 
People's Co-operative Banks 294 227 210 206 177 
Savings Banks 97 84 89 90 89 
Rural and Artisan Banks" 1,151 756 730 787 663 
Total 1,720 1,2226 1,183 1,244 1,069 


Notes: “The Banca d'Italia includes foreign banks in this figure. 
Source: Banca d'Italia, Bollettino Statistico, various years. 


Abstracts 


Family Firms and Business Networks: Textile Engineering in 
Yorkshire, 1780—1830, by Gillian Cookson 


Recent accounts of nineteenth-century industrial organisation have 
presented the family firm as a secure environment in an essentially low-trust 
business environment. This article considers the transition of the textile 
engineering industry from an artisan trade of the late eighteenth century to 
one centred upon factories from the 1820s. Business networks were much 
more than casual links outside individual firms, but made up a central part 
of the industrial structure and operated in a collaborative, rather than a 
competitive, framework. In contrast, experiences of engineers within family 
firms illustrate that relationships within those firms were not guaranteed to 
be less problematic than with members of the surrounding community. 


Technological Divergence in a Continuous Flow Production Industry: 
American and British Paper Making in the Late Victorian and 
Edwardian Era, by Gary B. Magee 


For most of the nineteenth century Britain held an undisputed lead in the 
field of paper-machine technology. By the 1890s this lead had been lost to 
America. This article argues that Britain’s loss of technological pre- 
eminence at this time had much more to do with the greater scale of the 
American market and the willingness of American manufacturers to 
embrace schemes that enhanced technological accumulation than it did to 
any protracted adherence to outdated and traditional practices that some 
British workers might have had. The article also outlines a general 
framework for the analysis of the rate of innovation achieved through 
learning. 


Austrian Manufacturing MNEs: Long-Term Perspectives, by Christian 
Bellak 


This article assesses the last 100 years of Austrian FDI. Before 1914 
Austrian firms rarely engaged in FDI, mainly since the large home market 
had a high growth potential and since Austrian firms — although among the 


largest domestically — were smaller than their international competitors, less 
diversified and less vertically integrated, and hence their growth was based 
domestically and internally oriented. Despite the ‘automatic’ increase of 
FDI through the new borders in the early inter-war period, the loss of former 
markets, the crisis of 1929 and finally the Anschluss affected Austrian FDI 
negatively. Even in the post-Second World War period Austrian FDI 
remained subdued, mainly for structural factors and a favourable exporting 
environment. Only in the years preceding Austria’s succession to the 
European Union in 1995 did FDI increase heavily, and Austrian firms 
became extensively involved in multinational activities. 


Regional Business Networks and the Diffusion of American 
Management and Organisational Models to Norway, 1945—65, by Roly 
Petter Amdam and Ove Bjarnar 


The effort to diffuse American principles of management, organisation and 
production after the Second World War was a strong movement involving 
most West European countries, including small countries dominated by 
small companies. This article focuses on the outcome of this process by 
taking a regional perspective in a recipient country. The study is based on 
an examination of business networks in one small Norwegian region, Mgre 
and Romsdal, between 1945 and 1965. The dominant form of industrial 
organisation in the region was characterised by flexible specialisation. Since 
many researchers have claimed that the diffusion of the mass production 
model was the core of Americanisation, it might be assumed that 
differences in industrial organisation would have acted as a counterforce 
within this diffusion process. This article, however, shows that in the case 
of the Mgre and Romsdal region, the Americans showed a remarkable skill 
in adjusting to local circumstances. Instead of counteracting the dominant 
local industrial organisation, the diffusion process strengthened local 
traditions in developing networks between independent small companies. 


Family Firms and Business Networks: 
Textile Engineering in Yorkshire, 1780—1830 


GILLIAN COOKSON 
University of Teesside 


Businesses need networks, for industrialists must connect with others in 
order to buy and sell, to find finance and partners, to recruit and train staff, 
and to develop technology and discover technical information. Such 
networks are generally seen as a set of loose linkages exogenous to 
individual firms and not undermining the essentially competitive nature of 
business relationships. This article will consider evidence that during the 
formative period of the textile machine-making industry in Yorkshire, in the 
half-century to 1830, there existed a different kind of business network, a 
system of connections which was a central part of the industrial structure 
and which was founded upon tenets of common interest and collaboration. 

The story of organisational development in textile engineering is a 
significant one, for this was a new manufacturing sector, and one at the 
centre of the process of industrialisation. Family firms were vital to the 
industry's growth, and the evolution of such concerns from modest artisanal 
workshops to substantial businesses is a major strand of that story. Yet the 
community context of the industry and the role of local business networks 
were no less important. Much of the attention directed towards family firms 
has focused upon their conservatism and alleged failure to adapt to new 
circumstances after 1850. In contrast, the work of Berg and Smail has 
brought a new understanding of the nature of eighteenth-century 
industrialising communities. The intervening period witnessed the 
ascendancy of the family firm, which some have seen as an appropriate 
organisational response to a low trust culture. Nenadic, in ber study of small 
businesses in Victorian Edinburgh, suggests that family firms came to 
prominence as an antidote to a business environment 'characterised by low 
trust and morality', with the family 'the only institution in common 
existence that operates according to rules that are non-market defined’.? 
Rose has preferred to emphasise networks of trust which operated in 
business through the long nineteenth century, yet sees these as based upon 
extended kinship groups which, while including the likes of co-religionists 
who were not blood relatives, were essentially an extended family. A view 
that family connections held a monopoly on trust — or that family was 
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always trustworthy — is difficult to reconcile with the interdependence and 
informality of small-scale entrepreneurs in textile engineering, and with the 
problems which some engineers encountered in their business dealings with 
close relatives. Some of these apparent inconsistencies may be explained by 
differing local cultures,* and by changes in the business environment during 
the first half of the nineteenth century. 

This article will define the size and scope of the early machine-making 
industry in Yorkshire, it will then consider how networks enabled a 'high 
tech' industry to develop in an apparently 'low tech' setting; it will 
investigate reasons for a change in the prevailing culture of the industry 
during the second quarter of the nineteenth century; finally, features of the 
‘new era’ will be identified, particularly the development of new business 
strategies. 


II 


The first textle machines were made by traditional methods in artisan 
workshops. As products became more sophisticated and were required in 
larger quantities, an industrial network grew, although as late as 1820 only 
a few mechanical establishments in the Yorkshire textile area could be 
called factories. Vertically integrated businesses, with a foundry, machining 
and fitting activities under one roof, were largely a phenomenon of the 
1820s and 1830s. This coincided with the growth of a much larger market 
for machines, as engineers changed their focus from innovation and 
expetimentation into tned and tested products. Textile manufacturers 
showed their confidence in the improved machines by investing in multi- 
storeyed factories on an unprecedented scale from about 1825.2 Integrated 
machine-making plants can be seen as a predictable response to a booming 
local market in machinery, as engineers tried to grasp economies of scale, 
reduce transaction costs, and introduce the latest process innovations to 
improve system and efficiency. 

However the move from engineering workshop to factory was not direct 
and linear, nor was it complete. The small-scale sector — both small 
subcontractors and small orders — continued, and continues, to play an 
important part in engineering.‘ In the two main centres of textile engineering 
in nineteenth-century Yorkshire, Leeds and Keighley, many hundreds were 
employed in small establishments or on the fringes of the industry. In 1851, 
the largest four firms in Leeds — those of Peter Fairbairn, Samuel Lawson, 
Taylor and Wordsworth, and Maclea and March — employed between 200 
and 850 men.’ At another extreme, hundreds of engineering workers were 
still employed in small workshops on the traditional pattern, with a master 
and handful of journeymen, perhaps making subcontracted components, or 
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engaged upon repair and maintenance work. There was also a middling 
sector, of engineers whose businesses were medium sized and in some cases 
slightly peripheral to the mainstream industry, such as specialist parts 
manufacturers or makers of finishing machinery.’ 

Because so many of these textile engineering firms were small and 
short-lived, few business records were kept and fewer still have survived. 
Many of the formations were too temporary and insignificant even to have 
made their mark in directories. The following figures of firms in Leeds and 
Keighley are therefore estimates, but they are estimates produced by 
collecting and correlating information from a wide range of sources, 
including parish registers, a nineteenth-century account of Keighley 
engineers,’ a muster roll of 1803, directories where available, the records of 
customer firms, and other, miscellaneous, sources. 

In Leeds before 1830, only 22 textile engineering firms have been 
identified, of which 15 were extremely small. Some may only have dabbled 
in machine-making during an early phase of the industry, before 1805, when 
little technical expertise was required. Of the seven larger firms, by the mid- 
century two had folded and one was in much reduced circumstances." The 
other four are those named above. In Keighley, 18 textile engineers worked 
at the trade before 1820." All these firms were very small, employing at 
most a handful of journeymen and one or two apprentices. Some of the 18 
may never have been more than a one-man business, and some may have 
made only опе or two machines. The majority — 12 of the 18 — failed to 
survive as machine-makers through the watershed of c.1805. Of the 
remaining six, only two, Richard Hattersley and William Smith, left 
businesses which still existed after 1850, though neither survived unscathed 
by family dispute. The other four firms collapsed for reasons which were all 
connected with a failure to produce suitable heirs, and will be discussed 
further below. 

The towns of Keighley and Leeds were not in competition, for their 
engineers traded with each other and their industries were in a sense 
complementary. The larger shops in Leeds produced complete machines, 
whereas the emphasis in Keighley was upon components. À number of 
integrated factories had appeared in Leeds by 1820, a decade before any 
similar development in Keighley. À determining influence upon the shape 
of Leeds engineering was Matthew Murray, whose premises were described 
as a manufactory as early as 1799." Murray employed 160 workers in 1802, 
and 200 in 1826," a size of engineering operation unique in West Yorkshire 
at that time. Much of the subsequent mechanical engineering industry in 
Leeds descended from men who had trained under Murray. Those who 
themselves branched out into entrepreneurship took from Murray not only 
technical skills and technological information, but also a model of how 
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components could be produced in quantity and assembled in an integrated 
operation. 

Keighley showed a spread of large, medium and small shops similar to 
that in Leeds at the mid-century, though on a more modest scale. To 
illustrate this, George Hattersley, one of the two leading textile engineers in 
Keighley, had about 100 employees in his machine shop, fewer than his 
younger brother, Jonathan, a spindle-maker with a medium-sized firm of 
134 workers in Leeds." 

The survival of many of Hattersley’s business records from 1793 has 
provided a key to understanding the organisation of textile engineering in 
Yorkshire, including a limited reconstruction of networks of contacts." 
George Hattersley's father, Richard, set up in Keighley as a jobbing smith 
in 1789, soon developing a specialisation in rollers, spindles and flyers, 
precision parts for spinning frames. Richard Hattersley held a dominant 
position in textile engineering in Keighley from the 1790s and supplied 
every local machine-maker with components. But by 1808, after nearly 20 
years in business, Hattersley himself was the only employee on the firm's 
books who consistently received a full-time wage, even though at times as 
many as 20 men were directly employed.'* Despite the seemingly modest 
size of this enterprise, Hattersley's role in textile engineering for the whole 
of Yorkshire was pivotal. The Hattersleys themselves made few machines 
before 1832, and the balance of their business took some further time to 
shift from component manufacture to machinery. But by 1820 Hattersley's 
main customers were the largest Leeds machine-makers, while he in turn 
bought parts from a network of suppliers in Keighley. Richard Hattersley 
was essentially a subcontractor who himself bought from subcontractors. 

Subcontracting in early engineering was a means of producing 
components with optimum precision but minimal commitment to full-time 
or permanent staff. It offered great flexibility to the contractor, who avoided 
any direct responsibility for under-employed part-time workers. The 
subcontractors, such as fly forgers or screw cutters, who possessed narrowly 
defined skills honed by repetition, could supplement their earnings with 
some of the other industrial or agricultural work available in the semi-rural 
environment of Keighley. For the leaders of a new industry which remained 
fundamentally artisanal in perspective, this 'dispersed factory' system 
offered tangible benefits: fixed and working capital requirements were 
minimised, most transaction costs involved in making contacts were 
eliminated, and there was enough subdivision of labour to ensure a degree 
of quality which was generally satisfactory until perbaps the 1820s. The 
outward-looking perspective generated by this system, combined with the 
engineering network's close contacts with textile manufacturers, made the 
industry highly attuned and responsive to market needs. Heavy dependence 


FAMILY FIRMS AND BUSINESS NETWORKS 5 


upon casual help became less appropriate as technical and commercial 
circumstances changed, a central feature of these changes being a new 
definition of skill. The increasing complexity of skilled engineering work, 
including the setting and operation of machine tools as well as the older 
manual techniques, made necessary a regulation of skill through recognised 
apprenticeship or training. It was at this point, where the definition of an 
engineering trade changed, that skill shortages became apparent. A 
consequent need for employers to secure the services of key workers, along 
with the availability of precision machine-tools which required a factory 
location in order to be economically viable, and the need for more 
immediate control of quality and, perhaps, of the workforce itself, all 
contributed to the decline of widespread and informal subcontracting.” 

Rather than a network — for that concept implies the equal status of each 
member — the Yorkshire textile engineering industry during the first two 
decades of the nineteenth century could be depicted as a wheel, with 
Richard Hattersley at the hub and a series of spokes, some firmer than 
others, leading in from suppliers who included founders, roller-makers and 
spindle-makers. Other spokes fed out components to machine-makers in 
Leeds and elsewhere, and supplied textile manufacturers with replacement 
parts. The engineers involved at the centre and periphery of this system 
were almost all men who had started out as low-status metal-working 
artisans, mainly smiths.” Consequently textile engineering was not 
inhibited by pre-existing institutional constraints such as guilds or 
merchanting systems, so that there was freedom to arrange the new industry 
as was considered appropriate. But the very informality which had brought 
such opportunity may also have been a means of obstructing success, for the 
leading engineers were outsiders, artisans in humble circumstances. It 1s 
conceivable that they lacked the attributes — the drive, capital and 
entrepreneurial experience — to turn these circumstances to best account. 

It is a mistake to equate artisanship with conservatism. The eighteenth- 
century artisan, functioning in a world where existence was precarious, 
needed to look out for and seize opportunities. On the other hand, the 
surrounding community offered some measure of security. This explains the 
apparent contradiction of Randall's comment about the character of West 
Riding woollen workers being ‘both dynamic and conservative’. Randall 
suggests that we ‘recognise how deeply the social context of manufacturing 
production influences its potential for transformation'.? Any deficiency in 
the artisan’s skill, knowledge or resources could find compensation from 
within the substance of the community. Hence community became a 
Strategic institution in shaping emerging industries. Such an idea is not 
unduly idealistic, and need not preclude profit-seeking or entrepreneurial 
behaviour. Sabel and Zeitlin have shown that competition and productive 


6 BUSINESS HISTORY 


association may be complementary rather than mutually exclusive forms of 
behaviour.” Smail, in his study of the ‘middling orders’ of eighteenth- 
century Halifax, discovered that entrepreneurship was ‘a quality possessed 
by a whole host of petty producers’ during early industrialisation and 
stresses that their economic behaviour should be explained in a cultural 
context.” Berg emphasises the place of ‘a broadly participatory workshop 
economy’ and close networks as a distinct phase in the development of the 
Birmingham and Sheffield metal trades.” 

Though the myth of artisanal roots implies a lowly definition of artisan," 
in fact the term embraced several strata of society, from humble journeymen 
to employers of ‘middling’ rank. Some artisan-engineers had built small but 
significant businesses by the early nineteenth century, though like 
Hattersley they are difficult to quantify by workforce or turnover. Hattersley 
himself operated solely from rented premises until about 1820, maintained 
a high level of debt to his suppliers as well as giving generous credit to 
customers. He used his sons and other employees with absolute flexibility, 
offering piecework or fixed hourly rates, seven days’ work a week or no 
work at all, according to his immediate needs.” An essential ingredient was 
Hattersley's own skill, which identified him as still an artisan, though his 
business increasingly flourished. The ‘spokes’ of subcontractors supplying 
his ‘hub’ were also artisans, varying in stature from journeymen to 
proprietors of one-man or small family businesses. Berg’s ‘small producer 
capitalism’ may be too grand a title for this flexible artisanal network, 
which had developed by natural and easy progression, using simple 
technology in a familiar business framework. 


III 


The social context of early engineering influenced all aspects of the 
industry. To survive in the nineteenth century, engineering firms had to be 
technically competent, but it was also vital to be connected into a local 
network of technical and commercial information. Engineers who wanted to 
expand their business beyond a basic artisanal level were also likely to 
require financial help, for case studies of early textile engineers in Yorkshire 
have shown that many did indeed rise from poverty. Stories of their 
humble roots may not after all have been exaggerated. It was possible to 
acquire essential skills through apprenticeship, but even tbe equipping of a 
modest engineering shop was beyond the immediate means of most of these 
men or their families. Textile engineers who wanted to work on their own 
account therefore saved, borrowed, and took advantage of long credit and 
makeshift rented premises. Castings and precision parts could be bought in, 
and longer established suppliers were flexible about the settlement of 
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accounts. Richard Hattersley’s earliest sales ledger shows that payments 
from many customers were spasmodic, with some years late in meeting 
their bills.” Others settled accounts with quantities of iron, engineering 
tools, wood, and even household items such as blankets, wool, bacon, butter 
and a clock. Hattersley was able to stand this by spreading the risk, by 
retaining a large number of customers. Many subsequently disappeared 
from his books, having severed their connection with machine-making, but 
those who thrived adopted more businesslike habits and paid more promptly 
in cash. Hattersley’s acquiescence in granting credit and taking goods in lieu 
of cash, however reluctantly, certainly helped young and struggling 
businesses. On the other hand, Hattersley was rewarded, initially by having 
many customers — while some were not able to pay, many others could and 
did. The opening decade of the nineteenth century saw a slimming down of 
the Yorkshire machine-making industry from dozens of would-be 
entrepreneurs to a handful of key participants. Hattersley reaped a longer 
term reward for his support of these firms during their early struggles, for 
they became loyal and important customers. This loyalty was not founded 
upon sentiment, as Hattersley had built upon his early experiences to 
develop an unassailable technical and commercial understanding of the 
Yorkshire industry, a knowledge which was reflected 1n his products. 

As firms grew, they could acquire better equipment, steam engines in 
place of human power to drive their machines, purpose-designed premises 
instead of converted cottages and outhouses. The connections which 
helped to provide capital extended vertically beyond the engineering 
industry itself to include textile manufacturers. John Marshall, the Leeds 
flax-spinner, helped Murray and Wood in about 1794, may have assisted 
Taylor and Wordsworth in 1816, and financed Peter Fairbairn’s expansion 
in 1828.” In each case direct assistance was of short duration, perhaps only 
for a few weeks. But Marshall's purpose was to ensure his own supply of 
machinery, and his contribution was enough to ensure a solid start to the 
business. At the very least his interest was an assurance that orders would 
follow from the capital he had lent. The £500 which George Hattersley 
needed to re-start his family business after bankruptcy in 1832” seems to 
have come from outside the local engineering network, perhaps from 
supportive suppliers in Sheffield and family connections in Keighley.” 
Using the same rented premises, the skills of himself and his sons, their 
knowledge of products and of the market, and contacts and credit, 
Hattersley rapidly re-established himself. 

Though the networks connecting together the basic units of individual 
machine-making firms were informal, the links can be categorised in three 
ways. a training network, a trading network of subcontractors and 
customers; and more personal connections between the families of 
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engineers. The training network can be expressed as a ‘family tree’ which 
started with a handful of key engineers around 1800 and descended through 
the apprentices of their apprentices, to arrive after a generation or two at 
most of the significant figures of the mid-century industry. As the trade was 
so close-knit, the work of different firms and the capabilities of individuals 
would have been widely known. This understanding provided a back-drop 
to the trading network, the system of subcontracting already discussed in 
which some engineers went as far as assisting their former apprentices into 
self-employment. A move into independence was not seen as disloyalty, but 
was an accepted part of the artisan tradition. 

The third kind of network, the personal or social connection, is less 
clear-cut but was nonetheless important. The Leeds engineers concentrated 
in Hunslet and Holbeck, south of the town centre, attracted by the low cost 
of property and the presence of coal supplies and water transport. Foundries 
and some large customers were also nearby. Physical proximity and 
business dealings brought closer relationships, of friendship and marriage. 
Matthew Murray's three daughters married textile engineers, all of whom 
had probably been apprenticed to Murray. One son-in-law took over 
Murray's firm after his death, while the other two, Maclea & March, 
established a successful firm of their own. The partners in another leading 
Leeds firm, Taylor & Wordsworth, were brothers-in-law who may have 
taken over an earlier firm belonging to their wives' family." Through their 
wives, the partners were also uncles to a later firm of Leeds textile 
engineers, the Pollards, to whom they left property and of whom one was a 
trustee of Wordsworth's estate." There are other examples of machine- 
makers using members of the close local network of engineers, wire- 
drawers, and similar tradesmen, as executors, trustees and guardians of their 
children." As many of these engineers rented premises, property was rarely 
used to secure loans; consequently there is little information in the West 
Riding Registry of Deeds to confirm financial relationships within the 
network. But there is some evidence showing that such links were made. 
For example Joshua Wordsworth acted as trustee for Samuel Lawson in the 
purchase of property in 1835, at a time when these leading figures in Leeds 
engineering might rather be expected to have been in keen competition." 

To accept that some kind of collaboration operated, and apparently 
worked well, requires an imaginative leap out of the competitive and 
confrontational framework upon which much late-twentieth-century 
management thinking rests. The evolution and success of the system is 
explicable in the artisan context of early textile engineering. Artisans 
generally took a long view of business, seeing continuation as a priority so 
that following generations had the means to make a living." This apparently 
anachronistic pre-industrial milieu provided a highly suitable setting for the 
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new industry. The environment, far from being a handicap to overcome, 
proved ideal for experiment and innovation in process, product and 
machinery. The market for machinery was local and well-understood, 
transactions were frequent and transaction costs minimal, uncertainty was 
contained, and assets, whether material or less tangible items such as 
technological information, were accessible and cheap. Experimentation was 
relatively easy with fair prospects of success. 

Strong networks need not therefore imply altruism or undue idealism. 
Though such a local culture rests on the stability of a common framework 
and shared knowledge, ties between individuals may be based upon 
opportunism and generally anti-collective values and norms." Lazonick has 
shown that in some of the most successful modern capitalist economies, 
notably Japan, 'formal ownership of the assets of specific firms does not 
constrain co-operation among firms that have common interests’.™ 
Networking, whether contained within a production unit or spread across 
the 'dispersed factory' of an industrial community, can provide the means 
of avoiding destructive elements of competition internally, while presenting 
a competitive face to the outside world.? The communities where textile 
engineering initially flourished acquired the advantages of first comers, 
with success reinforcing success.” Individual performance can be lifted in 
such dynamic environments, while a positive atmosphere of commitment 
and co-operation, rather than control, may be highly conducive to 
innovation and efficiency." In the case of textile engineering, community 
structures provided a suitably adaptable framework for the growth of a new 
industry. The prevailing culture allowed a level of collusion which may not 
have been possible or appropriate in a different time or place.“ Textile 
engineering, an activity at the very heart of British industrialisation, 
developed in an environment which fits Casson's description of a 'high- 
trust culture' .? 

Engineering networks, developing naturally out of existing methods of 
work, for a time provided the means of delivering benefits and opportunities 
to a wide community. But the very success of such a system can bring its 
demise. The level of compromise essential to maintain a local network 
would eventually frustrate some individuals. The ambitions of such men, 
engineers who increasingly saw themselves as entrepreneurs rather than 
tradesmen, explain the disjuncture which came to machine-making during 
the 1820s and 1830s. 


IV 


Viewed from a modern perspective, there seems to be both logic and 
inevitability in the concentration of mechanical engineering within 
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factories. To produce machinery in the quantity and of the quality demanded 
required system and control, though it is feasible that those community 
networks which had sustained the embryonic engineering industry, and 
which, though diminished, survived into the factory era, could have 
prevailed for longer. So why did the business culture in engineering change 
when it did, and was the change a cause or an effect of the move to 
factories? 

For a time, in an artisan industry based on skill, low capital 
requirements, and local technical and commercial knowledge, necessity had 
made the form. But as engineers acquired resources and self-assurance, the 
concept of extending activities, as well as expanding them, began to take 
shape. Textile engineers were familiar with several potential models of 
larger industrial organisation. By the opening years of the nineteenth 
century, the heavily capitalised extractive and metal-processing industries 
of south Bradford, with which the Keighley engineers traded, employed 
hundreds in their mines and ironworks. In other Yorkshire and Lancashire 
towns, there were growing numbers of textile factories, using increasingly 
refined divisions of labour. There was also a compelling indigenous model 
of industrial reorganisation little concerned with concrete forms of 
buildings, machinery and steam engines. An eighteenth-century re-shaping 
of the local textile industry focused on organisational efficiency and brought 
a new emphasis upon entrepreneurial skills and the pursuit of greater 
returns. In Halifax, a town maintaining close links with Leeds and Keighley, 
textile manufacturers reorganised their activities in the mid-eighteenth 
century, and showed that vertical integration could bring expansion and 
high profits.“ Their example may have influenced the aspirations of 
engineers, and played a part in changing the shape of engineering. Keighley 
and the industrial districts of Leeds had the same sizeable ‘middling order’ 
which Smail identifies in eighteenth-century Halifax, and also offered a 
blank slate, without institutional checks, upon which the framework of a 
new industry could be drawn. In short, there was an opportunity for a new 
kind of organisation, and there was inspiration in the shape of pre-existing 
models of vertical integration, accompanied by enticing prospects of growth 
and profit. 

But were there more practical and pressing reasons for the rise of the 
engineering factory? Technology did not in itself force the change. The 
growth of the factory-based industry followed a series of breakthroughs in 
machine-tool technology between 1815 and 1830,9 although, as factory 
location was not essential for many of the improved tools, this was not a 
simple case of cause and effect. The new tools could be, and were, used in 
small shops, although their potential to deliver significant economies of 
scale would be realised only in a factory. Organisational refinements, 
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including the adoption of supplementary technologies such as lifting and 
handling equipment, and the application of steam power, were crucial in 
optimising efficiency. Concentration of processes and machines in a factory 
did not limit flexibility; rather, collecting the most modern machine tools 
under one roof offered great scope for versatility.“ Machine-makers, for 
whom product innovation and upgrading had been a consistent concern for 
a genefation or more, sought to improve processes and systems as well as 
machine tools when their trade became more concerned with production in 
quantity and, perhaps, more profit-oriented. 

A ‘putting out’ (Verlag) system had not operated in engineering, so it 
was not problems of labour discipline or embezzlement which persuaded 
machine-makers to bting their workforces into factories. On the contrary, 
the management of factories brought potentially heavy commitments and 
problems. But the old system of casual labour was no longer appropriate as 
a large market for machines developed, and skill and consistency in the 
labour force assumed a premium. There is enough evidence of quality 
problems to suggest that the desire for improved standards was central to the 
move into factories. Factory work could be more closely directed and 
supervised, and narrow specialisation of tasks enabled individuals to 
develop a growing expertise in new techniques and products, in the way that 
their predecessors had concentrated their skill with handicraft methods. 

The 1820s and 1830s brought, not a full-scale move into engineering 
factories, but a marked trend among leading textile engineers towards 
gathering a workforce and integrating processes within one establishment. 
In Keighley, William Smith made constant improvements to his premises 
from 1829, including the addition of a foundry. His notable achievement, 
according to a later commentator, was in reorganising the works and 
improving the quality of his products. He was said to have been the first to 
apply planing machines and similar tools to the manufacture of worsted 
spinning frames in about 1830, ‘giving a completeness, finish and beauty to 
the various parts of their machinery which hitherto had not been realised’ .*” 
Hattersley also was developing a greater formality in his organisation, 
shown by his use from 1818 of indentures for key workers, and a more 
methodical system of recording details of his apprentices from the 1820s." 
Peter Fairbaim's highly organised establishment of 550 men in Leeds 
attracted national notice in 1841, while elsewhere Fairbairn explained that 
subdivision of labour enabled the use of less skilled workers alongside his 
‘very superior’ теп,” The economic and technical advantages of a fine 
subdivision of labour had been pointed out by Charles Babbage in the early 
1830s;? Fairbairn and his peers were fully able to work this out for 
themselves, and to an extent anticipated Babbage. The new improved 
machine tools had not made skills obsolete, rather demanding a new kind of 
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specialist semi-skilled operator.” Unless activities could be reorganised on 
a scale to justify employing a range of such specialists, firms would suffer 
the economic disadvantage of having to allocate relatively simple tasks to 
skilled workers. A Manchester machine-maker and cotton-spinner in 1824 
attributed the superiority of British machinery to ‘the high state of the 
subdivision of labour’ which in its turn was possible only ‘in proportion to 
the extent of business’. Here is the cumulative effect of achievement 
making possible greater achievement. Profiting from their early success in 
this new field, British engineers were able to maintain an advantage by 
updating the framework for their industry, taking account of the new 
emphasis upon larger scale production of high-precision goods. The change 
of focus was accompanied by a shift in business ethos, with firms 
developing a stronger internal culture.” A network of sorts survived, as a 
framework within which smaller firms could trade, train and commune, and 
as a support to help counteract uncertainty. But it lacked the autonomy and 
all-inclusive nature of the network of old. 

Although the leading engineers had taken a course marked by different 
values, the idea of association was reborn during the 1820s in another guise. 
Notions of community and mutual benefit influenced early co-operative 
trading societies, whose outlook has been described as associationist rather 
than collectivist.* Co-operative experiments during the 1820s may have 
owed something to forms observed in contemporary industry. 


V 


If the changes in engineering during the 1820s and 1830s are judged on 
physical evidence alone, it could be claimed that they did not amount to 
much. A small number of firms — two or three in Keighley, half a dozen in 
Leeds, a handful elsewhere in the county — had brought together processes 
and moved into factories, while alongside continued many small- and 
medium-scale businesses, the various factions operating in well-established 
mutual dependence. On the other hand, those few large firms had set 
thernselves on course to dominate the mid-century industry. The arrival of a 
new era was marked by the adoption of a more entrepreneurial style of 
behaviour, and new business strategies. 

Textile engineering had entered a phase where some practitioners could 
redirect their focus from product innovation — the main textile processes had 
been successfully mechanised by about 1830 — and capitalise on 50 years of 
technological progress by concentrating instead upon matters organisational 
and entrepreneurial, The change from artisanal to entrepreneurial attitudes 
may be defined by the development of an overview. Instead of merely 
reacting to events, engineers started to devise more calculated strategies. 
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Artisan firms did have strategy, though it was largely unconscious and 
unwritten. Their aim was a simple efficiency, with perpetuation of the 
family’s means of subsistence likely to take priority over instant 
gratification through short-term profit maximisation. But such firms would 
seize opportunities, and, as examples above have shown, the system was not 
stagnant. It offered prospects for profitable, though gradual, change. 
Artisan-engineers were responsible for a range of developments which laid 
the foundations upon which a factory system could be built Their 
resourcefulness brought improved production methods, quality and 
throughput. 

How far did these artisanal businesses differ from entrepreneurial firms? 
Best sees the entrepreneurial firm as having strategy as its principal 
concem, specifically choosing the ground upon which to compete; such a 
firm constantly and consciously seeks to improve its processes and 
products; it has a flexible organisation rather than adopting rigid forms." 
But many of these features can also be attributed to artisanal firms. The 
difference between the larger players in engineering during the 1820s and 
1830s, and the smaller firms which preceded them and continued alongside, 
amounts essentially to the adoption of conscious planning, and a more 
robust approach to competition. The shift from an artisanal approach to a 
more entrepreneurial disposition can be illustrated by looking at two aspects 
of the larger firms’ behaviour: first, changes in attitudes towards 
competitors and markets; and, secondly, plans made for the future 
management of their businesses. 

In the earliest phases of machine-making, many participants remained 
unspecialised and continued more traditional work alongside the 
requirements of the textile industry. During the 1790s, Richard Hattersley 
still mended church gates and repaired fire irons as he developed an expertise 
in machine components. Specialism grew as he and others became more 
certain of their new skills and saw that the market remained generally 
healthy. As Best has suggested, flexibly specialised firms will pursue market 
niches or markets which have never been conquered;” in the case of early 
textile engineers, both options were available. The market itself was a new 
one, built upon innovative products, and within this new market small firms 
began to develop distinctive competences. This was in a way a strategy, 
though perhaps determined more by opportunity and instinct than by 
conscious thought. As plenty of work was available and numbers in the 
industry remained small it was not necessary to fight for competitive 
advantage. Firms played safe, concentrating efforts upon known strengths 
and developing their niche in the market. When the leading firms moved into 
factories, most continued to produce the same goods as before. How William 
Smith, a spinning frame manufacturer since 1800, used the opportunity to 
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improve his products has already been discussed.* The Hattersley family, 
though, faced a problem. As the making of spindles and other components 
was itself in process of mechanisation,” the Hattersleys’ own distinctive 
competence faced obsolescence. Richard Hattersley had several adult sons 
whom he wished to accommodate in the family business. Gause’s Principle 
of Competitive Exclusion“ — the idea that two competing species cannot 
coexist if they attempt to make a living in identical ways — may have 
occurred to Hattersley as he looked across town at the extensive family of 
the spinning-frame manufacturer William Smith. Hattersley therefore chose 
to enter the new and complementary field of powerloom manufacture, 
beginning small-scale trials in 1827. After Richard Hattersley’s death in 
1829 and the re-formation of the firm in 1832, powerloom production began 
in earnest, soon becoming the firm's main activity. Hattersley had coped with 
the prospect of competition by avoiding it. He had made a strategic decision, 
though the effect of his strategy was to maintain a kind of status quo. 

Some textile engineers also extended activities vertically into their 
customer industry at this time. The Hattersleys were first involved in textile 
manufacture in about 1817, and later, from 1850, built up a large spinning 
and weaving operation which ran as a separate company.? William Smith 
had a worsted spinning branch which existed in 1822 and was still running 
in 1834.9 Smith had so many sons and grandsons that several of them went 
into textile manufacture, and the two arms of his business permanently 
parted company.“ Joshua Wordsworth, who made flax, worsted and woollen 
machinery in Leeds, also ran a flax-spinning and linen manufacturing firm 
in Barnsley.” 

Some general behavioural patterns can be discerned among these 
artisans-turned-entrepreneurs. In choosing the ground upon which to 
compete, ground which was quite new to his firm — even if the immediate 
result was no contest — Richard Hattersley was displaying attributes of an 
entrepreneur. Engineers who set up textile concerns were not taking great 
risks, for they knew the textile industry well and could select a prime time 
to join.* Direct involvement in textile manufacture may not have been a 
bold and imaginative step, but it was a pragmatic one. The idea had a 
strategic element, for ownership of a textile firm provided a laborütory in 
which to test products, a ready purchaser for the engineering branch's 
machines, and in some cases employrnent for superfluous sons. The actions 
of Hattersley and a few others show a growing disposition towards a wider 
view of business activities. 

A further change in the outlook of larger engineering firms shows in the 
way that business leadership was planned. Ironically, because so much more 
was at stake, the process of formalising and expanding a family firm could 
lead to a fragmentation of the family itself. Incompetent or extravagant 
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members whose conduct posed a threat to the firm’s survival had to be 
excluded or marginalised. Ruptures caused by disagreement or 
incompatibility had been far from uncommon under the old system of 
artisan firms, but there was a new degree of ruthlessness in the purging 
among factory-based engineering families. 

The importance to a small engineering firm of having a competent 
principal had long been clear. The retirement or death of a firm’s sole 
proprietor often led to the rapid extinction of his business. Technical 
demands in engineering were too pressing to allow widows or executors to 
take temporary control, as was possible in other industries. The renowned 
firm of John Jubb in Leeds did not survive the death at 41 of the founder's 
son in 1816. Although the younger John Jubb had tried to leave his business 
in the hands of trustees until his young sons could take over, the firm soon 
collapsed." In Keighley, the talented engineer Michael Merrall, a former 
trainee of Hattersley who had built a thriving business, was killed by his 
own steam engine in 1819. Though his widow tried to keep the firm alive 
for a time, it could not be sustained.* Even the establishments of engineers 
as prominent as William Carr of Keighley, and Matthew Murray himself, 
faded and eventually died in the hands of heirs who did not match up to the 
job. As both Carr and Murray were survived by adult sons who continued 
in the trade of textile engineering, it seems most likely that any deficiencies 
were entrepreneurial rather than technical. 

Firms which thrived from the 1820s were ones which had taken a lesson 
from the failures of their near neighbours. It was clear that all but the smallest 
businesses had vital need of leadership which possessed both technical and 
entrepreneurial competence. A strategy adopted by all the surviving and 
successful Leeds engineers was that of partnership. In the cases of Samuel 
Lawson and Peter Fairbairn, partners played a minor role in their firm's 
development, yet they provided some stability and continuity in management 
until the engineer’s only son had proved his worth. Maclea & March and 
Taylor & Wordsworth were both partnerships of brothers-in-law, in each case 
with a childless partner leaving some assets to the sons of the other, who 
continued the business. Partnerships were a means of emulating the positive 
features of family, and worked well for the larger firms in Leeds. 

The leading Keighley firms faced a different problem. Both Richard 
Hattersley and William Smith had large numbers of sons and grandsons, and 
in each generation there were individuals well able to continue and expand 
the businesses. The difficulty for large families was how to accommodate 
supernumerary sons. In general, all sons were apprenticed to the trade, and 
those who proved capable would gradually be introduced to commercial 
aspects of the business. Richard Hattersley had five adult sons, the three 
eldest of whom were designated to take over the family firm. The business 
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became bankrupt within three years of Richard’s death in 1829, apparently 
because of personal animosity between the brothers. The subsequent 
relaunch as separate branches, under George Hattersley in Keighley and 
Samuel in Bradford, was used as an opportunity to exclude the troublesome 
Levi. The new businesses did well; Levi eventually died in the workhouse.” 
A younger brother, Jonathan, not included in the original plan for the family 
firm but who possessed more skill and application than Levi, settled in 
Leeds and flourished, having received no help from his brothers. When 
George came to make plans for his own sons, he had not forgotten the crisis 
which followed his father’s death. In 1858, he urged his eldest son, Richard 
Longden, to deal with a spendthrift brother, William Henry, to save the firm 
from disaster: ‘it appears he will get thro all we have been hard working for, 
for upwards of 25 years in two or three years more and we are ruined' .? 
William was quickly removed from the firm. Richard and Edwin, who was 
the third son, formed a partnership with their father in 1860, with Richard 
taking control of the engineering business while Edwin managed the 
family's growing worsted spinning interests in the Worth Valley. The second 
son, John, who had little aptitude, was employed but not included in the 
partnership. À much younger half-brother, whom George had wanted to 
bring into the firm, was pushed out by Richard after George's death. 
Because Richard L. Hattersley was a man of great ability in both 
commercial and technical spheres, the policy of concentrating power upon 
himself paid off for the family business. His major failure was in not 
producing a son to succeed him at the helm, and in his old age he had to 
groom a son-in-law for that role.” 

William Smith also suffered a surfeit of heirs. The original firm survived 
its founder's death in 1850, continuing until some of his sons decided to 
retire in the 1860s. It then formally dissolved, with the largest section 
continuing under the direction of William's fourth son, Prince, and his own 
son, also Prince Smith.? Like the Hattersleys, William Smith's sons had 
conflicting aspirations, and only full control of their own firm was enough 
to satisfy the more enterprising of them. Like Richard Hattersley, William 
Smith had not fully grasped the need to discriminate between his children 
in order to assure his firm's survival in changing times. The following 
generation understood the problem well enough, and saw that managerial 
and entrepreneurial ability was supplanting manual and technical skills as 
the main qualification for success in running an engineering business. 


VI 


Sabel and Zeitlin's term 'productive association' usefully summarises the 
character of early machine-making. There is no evidence to support the idea 
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that early textile engineers, recognising the potential significance of their 
work, consciously chose an associationist system to ease the birth of a new 
and technological industry. It is more likely that, as the new machines came 
gradually upon them, production systems were modelled upon traditional 
ways of working until those ceased to be practicable. 

Organisational developments in machine-making were not provoked by 
rivalry, for before the mid-century the business environment was far from 
competitive. Neither was it egalitarian, for the industry's technical demands 
ensured that only those with certain abilities and knowledge could survive 
after the first decade of the nineteenth century. À small technical elite 
dominated from that point, and were not much troubled by price 
competition as their products were local specialities with which no outsider 
could compete. The market was large enough, and the number of firms 
small enough, to find a niche within that local trade as a component maker 
or a builder of specific types of machine. The size and nature of the market 
was crucial in determining the way that the industry was arranged. 

Calling this arrangement a network is a convenience, for, as the case of 
Hattersley has shown, network may not be the most appropriate metaphor 
for a system which was not composed of equals. There is also a danger of 
idealising family firms when internecine strife was common. If the business 
environment surrounding textile engineers was one of high trust, it was so 
because of relationships built in a wider community, not just those 
contained within family firms. In any case, loose association with well- 
known local contacts was less risky than partnership with an incompetent or 
spendthrift brother. The ‘network’ was a viable modus operandi which was 
much more than a way of reducing transaction costs. 

Collective structures were insufficient to carry the industry through to 
an era of large-scale production and improved quality and precision, though 
it is conceivable that they could have survived for some time longer. The 
change to a factory-centred industry after about 1820 was prompted 
by profits, actual or potential, which a few engineers began to realise. 
At this time, leading machine-makers discarded an artisanal perspective 
and began to concern themselves intensely with immediate organisational 
needs as well as engaging in conscious forward planning. These family 
firms were no longer personified in the tradesman who hoped to pass his 
business to his sons, but emerged with a separate corporate identity. 
Emphasis shifted from a network of subcontractors on to the firm itself, and 
the sustenance of that firm became a central issue for its principals. 
Organisational change, with all the risks that heavy investment brought, 
along with the inducement of potentially high profits, affected these 
families’ view of their business. The more businesslike approach is shown 
by the development of a strategic view of the market, and by an increasingly 
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unsentimental attitude towards future management of the firm. In the 1850s 
the following generation completed this transformation and more fully 
developed an entrepreneunal overview. 
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Technological Divergence in a Continuous 
Flow Production Industry: American and 
British Paper Making in the Late Victorian 
and Edwardian Era 


GARY B. MAGEE 
The Australian National University 


The relative economic decline of Britain since the last quarter of the 
nineteenth century has often been attributed to its firms’ continued 
predilection for small-scale batch production and highly skilled labour.' Yet 
in at least the paper industry, an industry that in 1891 employed more than the 
food, drink and tobacco industry and nearly three times the chemical industry, 
this stereotypic view of British industry appears somewhat misplaced.? With 
the advent of the Fourdrinier paper machine in Britain at the beginning of the 
nineteenth century, it became possible for the first time for paper to be made 
as one continuous process from the point the pulp is prepared right through 
to the winding of the finished paper on to reels ready for dispatch.' It was a 
possibility that was seized upon with great rapidity by British paper makers. 
So much so in fact that by 1840 hand production, which had constituted 
nearly 100 per cent of all British output in 1805, had found its share fall to 
around 23 per cent. By 1855, that figure had fallen even further to just 5.6 per 
cent.* In a matter of no more than a few decades, then, a traditional craft 
industry was transformed into one dominated by a continuous flow 
production technology, long standardised production runs, and a high 
proportion of relatively unskilled labour. Despite this transformation and its 
fairly ‘modern’ face, the fate of the British paper industry in the last quarter 
of the nineteenth century, like that of many of the old staple industries, was 
to suffer relative decline. Why this was so calls for further investigation. 
Britain's loss of leadership in paper making in the second half of the 
nineteenth century was most apparent in the level of output it and its main 
competitor, America, produced. While in 1860 both the US and Britain 
shared the honour of the being the world's biggest paper producers, each 
with around 100,000 long tons of paper and board per annum, by 1914 
America had shot out ahead; in that year manufacturing some 4,705,400 
tons to Britain's 1,110,000." More importantly, the British industry at this 
time also began to fall behind in other more crucial aspects of international 
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performance. Between 1888 and 1908, for example, at a time when 
America's share of world paper exports quadrupled, Britain's share was 
halved from around 20 to ten per cent. Moreover, estimates of both labour 
and total productivity in the Ámerican and British industries in this period 
suggest that productivity in the US was also approximately double of that 
found in Britain.* 

This changing fortune of the British industty in the late nineteenth 
century was clearly recognised by contempordries. Many of these observers 
noted that, in addition to the advantages that nature had bestowed on the 
American industry ın terms of cheap and accessible supplies of wood and 
energy,’ America’s pre-eminence in paper taking, especially from the 
1890s, was also largely related to the technological lead ın paper machinery 
it had managed to acquire by that date. As William Dyson, the General 
Secretaty of the Amalgamated Paper Makers Society and delegate on the 
Mosely Industrial Commission to the United States in late 1902 noted: 


when we leave the natural resources and go into the mill, there is no 
doubt we are lagging behind, the mechanical equipment of the 
American mills being superior to the great majority of the mills in this 
country, not only in the machinery actually necessary for paper 
manufacture, but for labour-saving also. The idea of the American is, 
from the time the raw material enters the mill to get as much of it 
made into the finished article in the shortest possible time, everything 
necessary in the manufacture being regulated by this desire.' 


The idea that Amenca had established a lead in paper-machine 
technology by 1900 also appears to be supported by the different types of 
data available from the period. For example, an indication, albeit rough, of 
the degree of technological sophistication embodied in each nation's 
machinery can be obtained by looking at the average annual output of each 
industry's paper machines. As Table 1 shows, up to 1890 the average 
capacity of American machines seems to have lagged behind that of the 
average British machine. From the 1890s, however, this situation was 
reversed and American paper machines for the first time began to exceed, 
at least in terms of average capacity, those found in Britain. By the end of 
the first decade of the new century this lead in paper-machine capacity had 
swollen to nearly 50 per cent’ 

Similarly, the evidence available on maximum and average operating 
speeds of standard paper machines in Britain and America at selected dates 
also gives support to the comments of contemporaries. As most 
technological progress in the paper industry of the nineteenth century was 
directed towards, and indeed manifested itself in, the enhancement of 
operating speeds, such information also provides useful insight into the 
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TABLE ! 
COMPARATIVE US/BRITISH LEVELS OF OUTPUT PER MACHINE YEAR, 1880/81—1912/14 








Year Comparative US/Bntish Output per Machine 
1880/1881 813 
1890/1891 90 3 
1900/1901 120 6 
1907/1909 149 3 
1912/1914 148 1 





Notes The number given in table ıs the US figure as a percentage of the British figure in any 
particular year US machine numbers for 1880/81 and 1890/91 were estimated from the 
1884 figure 


Sources W.G. Hoffmann, British Industry, 1700-1950 (Oxford, 1955), Table 54; E. Prickey, 
Production 1л the United States (Cambndge, MA, 1947), p 16; Paper Mill Directory of 
England Scotland and Ireland (1880-1914); RL Clapperton, The Paper-Making 
Machine: Its Invention, Evolution and Development (London, 1967), p 247; Fifteenth 
Census of Manufactures (Washington, 1914), Table 24, p.618. 


degree of technological maturity achieved in each nation.’ Table 2 
summarises the available information on maximum machine speeds 
operating in Britain and America between 1860 and 1914. It indicates that 
up to the late 1880s British and American speeds were comparable with, if 
anything, a slight lead being held by Britain. In the 1890s, and certainly by 
1900, however, American maximum speeds had shot ahead of British, 
growing at an average compound rate of 5.4 per cent per annum compared 
with just three per cent in Britain over the same period. Of more relevance 
to the overall performance of the industry, however, was the speed obtained 
by the average machine in the industry. The comparative estimates of these 
are presented in Table 3. This table confirms the picture given by maximum 
speeds. From a position in 1890, where average speeds are similar in both 
countries, or even greater in Britain, American average speeds begin to 
surpass those achieved on average in Britain. 


TABLE 2 
MAXIMUM OPERATING SPEEDS OF PAPER-MAKING MACHINES IN BRITAIN AND THE UNITED 
STATES, 1862-1911 (FEET PER MINUTE) 








Year US Year Bntain 
1867 100 1862 100 
1872 175 1871 175 
1887 250 1885 300 
1900 525 1900 480 
1905 618 1907 550 
1911 700 





Source G.B Magee, ‘Technology, Productivity and Performance in the British Paper Industry, 
1861-1913' (unpublished D Phil. thesis, Oxford University, 1994), p 211 
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TABLE 3 
AVERAGE OPERATING SPEEDS OF PAPER MACHINES IN THE UNITED STATES AND BRITAJN, 
1890-1914 (FEET PER MINUTE) 








Year US Bntain US/Bntain 
1890/1891 97.68 103 57 94 3] 
1900/1901 202.51 162 66 124 64 
1907/1909 291 10 208 02 139 94 
1912/1914 333.97 245.14 136 24 





Source. G B. Magee, ‘Technology, Productivity, and Performance in the Bntish Paper Industry, 
1861-1913’ (unpublished D Phil thesis, Oxford University, 1994), pp 211-15 


By the last ten to 15 years of the nineteenth century, then, there is strong 
quantitative evidence to suggest that American paper-making machines had 
begun to bypass those operating in Britain, in terms of both speed and 
capacity. As we have seen, this was readily apparent to contemporaries. 
Indeed, indicative of the interest this efflorescence of American 
technological ingenuity in paper making engendered in Britain is the 
emergence of regular sections in the British trade press on the progress of 
the industry in America. As early as 1883, the British Paper Maker's 
Circular replaced its infrequent reports on America with its regular feature, 
‘American Gleanings’, because its editors had already come to realise that 
‘so much importance [was] attached to paper manufacture on the other side 
of the Atlantic’." 

This article seeks an explanation for America's apparent surge of 
technological creativity from the end of the nineteenth century. This search 
begins in section II with a consideration of the extent to which both the 
resistance to new technology by British workers and the nature of the 
demand faced by the industry can account for Britain's relative 
technological laggardness in paper-machine technology after 1890. In 
sections III and IV attention is turned to the actual process and nature of 
technological change in the nineteenth-century paper industry. À general 
framework for the analysis of innovation achieved through learning is put 
forward and applied to the experiences of each nation’s paper industry in the 
late Victorian and Edwardian era. In section V, the findings of the article are 
summarised. 


П 


A major theme of the literature on Britain’s relative economic decline is the 
supposed hostility of its workers and their organisations to changes that 
altered shop-floor practices. This was usually a defensive action against 
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technological changes that saved on labour and compelled those left to work 
longer hours for similar or less pay. But these changes were resisted not only 
because they reduced labour requirements within the workplace, but 
because they were also often de-skilling by nature. In industries where there 
was a strong craft tradition the dilution of the trade with the introduction of 
unskuled labour to operate such new machinery was a tendency that was 
fervently resisted. This was especially so because in late Victorian Britain 
significant social status was ascribed to craftsmen." 

This, however, does not seem to have been the case in the British paper 
industry. In the late nineteenth century three separate unions operated in the 
trade: the Original Society of Paper Makers (OSP), the craft union of the 
skilled workers of the hand-made industry; the Amalgamated Society of 
Paper Makers, which represented the skilled machine-mill workers; and the 
National Union of Paper Mill Workers (NUPMW), whose ranks, although 
open to all, effectively contained only the unskilled of the machine-mills. 
Relations between the three organisations were usually less than cordial, 
and co-operation virtually non-existent. The most vocal of these unions in 
protecting traditional practices was the OSP, but as the craft industry it 
represented by the second half of the nineteenth century made up less than 
five per cent of the industry's total output, the OSP, like hand production 
itself, had by this time ceased to matter to the vast majority of those working 
in the industry. Indeed, the OSP's principal objective in this period appears 
to have been to widen its separation from the rest of the trade. The OSP thus 
not only actively kept machine men out of their union, but even refused to 
work with them or on any product coming from a machine-mill. OSP 
members at Phoenix Mill in Dartford, for example, went on strike in 1884 
simply because they had been asked to apply finish to a paper that had been 
made in a machine-mill. Yet, as the Paper Trade Review told its readers, this 
was probably not the wisest of moves for the union to make: 


We know for a fact that a strike among paper-makers in the year 1884 
is unlikely to affect all the workers in a mill. What paper-makers may 
do is unlikely to affect the rag pickers and the army of general 
workers, whose interests are disassociated with the Society's 
movements." 


Moreover, as the report went on to add, such a strike could only result in the 
replacement of the strikers with non-society members and the conversion of 
the mill to machine production. Indeed, this was what actually happened. 
The crucial point of this episode is that it illustrates how divisive the 
issue of hand and machine production had become and exactly how, as a 
result, it weakened the ability of the labour force in the paper industry to 
influence its working conditions effectively. Similarly, the inability of the 
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Amalgamated Society and the NUPMW right up until 1912 to co-ordinate 
efforts in the campaign for shorter hours, or for that matter to reject any talk 
of amalgamation, points out that the question of skill was contentious even 
within the machine-mill.^ The divisions in the trade were thus not only 
between hand and machine production, but within machine production 
between skilled and unskilled labour. As a consequence the organisation of 
labour in the paper industry of the second half of the nineteenth century can 
only be described as severely divided." 

In America there was not the same record of division. By 1903 the 
International Brotherhood of Paper Makers (IBPM) already represented the 
entire workforce of both the paper and pulp industries 1n America. Although 
in 1906 the International Brotherhood of Pulp, Sulphite, and Paper Mill 
Workers (IBPSPMW) split from the IBPM and for the next three years a 
bitter industrial war ensued, this dispute was not sparked by issues of craft 
and skill — as the IBPM already admitted unskilled labour on an equal 
footing — but was derived from the personal rivalry that existed between the 
presidents of the respective unions. When James Fitzgerald, president of the 
IBPSPMW and one of the key protagonists in this inter-union rivalry, 
retired from public life in 1910, a modus vivendi between the IBPM and the 
IBPSPMW was quickly found and a period of close co-operation ushered 
in.'* 

The greater strength of the unions 1n America was also clearly reflected 
in the numbers involved in the union movement. According to Voelker, the 
United. Brotherhood, which preceded the IBPM, claimed that its 
membership in the US in the late 1890s stood at around 35,000, which, if 
true, came to about two-thirds of the entire workforce. Firmer figures can be 
ascertained from the average yearly memberships figures of both the IBPM 
and the IBPSPMW that were submitted to the American Federation of 
Labor. In 1905, before the split of the IBPSPMW, the International 
Brotherhood listed itself as having 13,300 members or approximately 19.1 
per cent of the entire labour force. According to these same sources by 
1913, the combined number of members in the two unions had fallen to 
merely 8,000, or some 8.5 per cent of the workforce." 

It 18 harder to get an idea of numbers and pervasiveness of the unions in 
Britain, not least because they were so divided. An estimate for 1894 can be 
pieced together from a variety of sources, which indicates that there were 
2,741 paid-up union members, comprising 8.6 per cent of the total labour 
force, in that year." As Table 4, which gives Amalgamated Society and 
NUPMW membership at selected dates, shows, this percentage certainly 
did not increase in the coming decade. Given the size of NUPMW 
membership in 1890, as much as 15 per cent of the workforce could have 
been unionised at that date, although it is hard to imagine this percentage 
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being any higher given that before 1890 the mainly unskilled labourers, who 
were later to make up the NUPMW, had no organisation that would accept 
them into their ranks. In any case, at all points it seems that a lower 
percentage of the workforce in Britain was involved in paper-making 
unions, and that this percentage probably never amounted to more than 15 
per cent of the total. 


TABLE 4 
MEMBERSHIP OF THE NUPMW AND AMALGAMATED SOCIETY OF PAPER MAKERS, 1891—1005 
Year NUPMW Year Amalgamated Society of 
Paper Makers 
1890 3,106 1894 650 
1891 2,359 1896 800 
1892 1,657 1903 1,015 
1893 1,649 1904 1,054 
1894 1,451 1905 1,095 
1895 1,396 
1896 1,292 
1897 1,197 
1898 954 
1899 864 


Sources; CJ. Bundock, The Story of the National Union of Printing, Bookbinding, and Paper 
Workers (Oxford, 1959), pp.380, 383, 390, 397; Modern Records Centre, NUPMW 
Annual Reports (1890-99), 41 T/BOT 


Unions in Britain, with the exception of the NUPMW, were also less 
confrontational than their American counterparts, seeing their raison d’étre 
more in the provision of relief to members who had hit hard times than in 
altering the conditions that might have inflicted such hardship. Dyson told 
the Paper Trade Journal whilst in America in 1902 that he was struck by 
the size, breadth and purpose of the International Brotherhood in America, 
and that to his mind unions in Britain simply could not organise on the basis 
they did in the States, for in Britain ‘the organising of men is on a purely 
business basis. They join because of the financial benefits they рег. On 
returning to Britain, Dyson attempted to emulate some of what he had seen 
in America. In April 1905 he proposed the institution of a Society 
organising secretary to represent members in disputes with employers or 
between branches. The proposal, however, was rejected ‘without 
discussion' at the Society's Annual Meeting, because it was felt that the 
proposal would be costly to implement and because to many it smacked of 
а militancy that would only displease their masters.” 

Such an attitude restricted the ambit of the organisation immeasurably. 
While American paper-making unions were willing to take industrial action 
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when necessary, such as in 1910 when both the IBPM and IBPSPMW went 
on strike at all International Paper Company mills to stop the firm from 
laying off union members," the Amalgamated Society's preferred method 
of showing its displeasure was to send a petition or deputation to the Paper 
Makers Association of Great Britain and Ireland. When these petitions were 
casually rebuffed by the employers' association, as they usually were, the 
Society was in a flounder as to what its next action would be. Invariably its 
decision was to send yet another petition or deputation at a later date.” 

There is no doubt that this unwillingness to perceive itself as anything 
more than a relief society handicapped any aspirations some of the 
Amalgamated Society’s members might have had of influencing work 
practices in British mills. In any case, the evidence of any such intent to do 
so is lacking, as there is no mention of machine speeds, output restrictions, 
or minimum labour requirements in any of the three organisations' 
rulebooks or records.” Unsurprisingly employers exhibited very little 
concern about union activities, or simply ignored them. A.L. Poulter, the 
managing director of the London Paper Mill Company in Dartford, told the 
Tariff Commission in 1904 that: 


the Societies do not govern the rates of wages very much. They appear 
to be really bona fide benefit societies, for the assistance of men in 
times of need. We have never had a strike that I know of which has 
been brought about or helped or instigated by them in any way.” 


Likewise, there is no evidence in either trade journals, government 
reports, union archives or personal papers, that custom, and its tacit 
acceptance by employers, exerted an informal and extra-union control over 
work practices in the industry. Changing speeds and conditions may not 
have been embraced by all in the machine-mill, but given the weakness of 
the operative's position in the workplace and the employers revealed desire 
for such changes, there seems to have been little that opponents of change 
could have done about it. In any case, the vast majority of those who worked 
in machine-mills had no experience or affinity with the hand trade and its 
craft traditions. Indeed, since machine-production in the second half of the 
nineteenth century was still very much in its infancy, these workers even 
had very little of their own tradition to draw upon. This aside, the tendency 
alone for machine speeds to increase significantly and consistently, and with 
little apparent opposition, over the century clearly implies that if such a 
tradition actually did exist it was hardly being respected. 

The evidence that exists, then, suggests very strongly that British paper- 
making unions did not, could not, and probably did not even want to impose 
shop-floor restrictions on employers in Britain. Furthermore, as there were 
greater percentages of the workforce unionised, less division amongst the 
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branches of the trade, and a more confrontationist approach in the United 
States, a stronger — though equally improbable — case could be made for the 
contention that American unions actually exerted greater control over their 
industries’ practices than British.” In this instance at least, Britain’s poorer 
technological performance cannot be ascribed to its pattern of industrial 
relations. 

Another possible explanation for the diverging technological 
performance of the two industries from 1890 is that the British industry 
could have specialised more than the American in grades of paper, for 
which speed was not only unimportant, but positively deleterious to the 
final product. Looking at Table 5, however, this too becomes improbable. In 
fact, perhaps contrary to expectations, a larger share of British production in 
1907 was devoted to newsprint and printing — where speed was paramount 
for survival — than America. Whilst a greater share of British production 
was also made up by the finer grades of paper than was true in America, in 
terms of the sectors in which there was good reason to maximise speed — 
printing, packing and boards — there is very little difference in the shares of 
total production in both places. What is more, these sectors together were 
no insignificant part of the industry; representing over 80 per cent of all 
paper and board produced in Britain at that time.” 


TABLE 5 
STRUCTURE OF BRITISH AND AMERICAN PAPER PRODUCTION, 1905/7 (IN PERCENTAGES) 


Sector Bntam US 
Paper for Printing, 52.4 46.9 
Newspaper, Posters 

Packing and Wrapping 21.7 212 
Paper 

Pasteboard, Cardboard 62 17 1 
Millboard 

Fine Writing and Drawing 136 4.8 
Paper, Envelopes 

Other Sortz 6.1 100 


Sources: First Census of Production (1907), Table 1, p.624, Thirteenth Census of Manufactures 
(Wastungton, 1905), Table 20, p 757 


These are, of course, fairly broad categories of paper, within which 
considerable variation in texture, appearance and durability was possible. 
For most of the nineteenth century, the most important determinant of paper 
quality was the type of raw materials used 1n the paper stock. Although paper 
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can actually be made from virtually any type of plant fibre, in practice paper 
makers have traditionally favoured rag, esparto and wood. In the nineteenth 
century, each of these materials produced paper of differing qualities. 
Generally speaking, the greater the proportion of rag and esparto and the 
smaller the share of wood pulp used in the production process, the better the 
quality of the paper produced. Given that for most of the last century British 
paper makers for all types of paper tended to use less wood pulp than their 
American counterparts, it would seem that British paper in general, including 
its newsprint and packing paper, must have been on average of a better 
quality than the comparable product manufactured in the US.” 

Even so, this point should not be overstated or be taken to mean that the 
British industry focused only on high quality products. Rather, as Bartlett 
has noted, the vast majority of papers made in the British industry in the 
second half of the nineteenth century were still of the cheaper varieties, for 
which speed of production was crucial. Moreover, by the 1890s, when the 
disparity between American and British machines had become apparent, 
this difference between the two industries in terms of raw material usage 
had in any case significantly narrowed. In 1896 wood pulp already made up 
over half of all the paper-making materials imported into Britain, and by 
1913 its share had jumped to around three-quarters of the total.” Given that 
virtually all raw material for the British industry had to be imported, these 
figures reflect the fact that by this tme a fundamental shift had already 
taken place in the British industry’s choice of raw materials. This advance 
of wood pulp was most pronounced in the newsprint and wrapping paper 
branches of the industry, though even firms specialising in higher quality 
products had also begun to introduce wood pulp by the 1890s.” The types 
and quality of paper made in Britain between 1890 and 1914 thus do not 
appear to provide a satisfactory explanation for its relatively poor 
technological performance at that time. 


III 


As with most industries, the most common way technological change was 
transmitted in the nineteenth-century paper industry was through the 
purchase of new machinery. In this process, American paper manufacturers 
seemed to have been more adept than their British counterparts. Indeed, one 
thing that British visitors to the United States frequently commented on was 
the ease with which American mills, even the older ones, replaced their 
equipment. On returning to Britain, Dyson, for example, remarked: 'In 
England, we had very good and expensive machinery, but in America, when 
the machine had paid for itself, they put in a new one. Our machines last too 
long, and the employers hesitate to change them for something better’ ." 
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Опе way to get some idea of the differing replacement and acquisition 
rates in the respective countries is to look at the rate of change over time in 
the average width of paper machines in both industries. This is a good proxy 
because width is one feature of the paper machine that could not be altered 
by improvements within the mill. In other words, a mill could not simply 
weld on a few more inches of steel to an existing machine to make it wider, 
but would actually have to buy a new one from a machine maker who had 
already solved all the detailed and complicated technical problems 
associated with making machines that little bit wider." As such, for each 
new and wider machine added to the industry’s stock, the average width of 
a machine in that stock should rise. Moreover, the more frequently new 
machines are installed, the faster the increase in this average. These 
averages for Britain and America for selected dates between 1868 and 1914 
are given in Table 6. An interesting feature of the table is that the annual 
average compound rate of growth of American widths is more than double 
that of the British over the whole period: 1.16 per cent compared to 0.55. 
These rates remain fairly constant. Breaking the US data into three 
approximately 15-year periods (1868-85, 1885—1900, 1900-1914) yields 
growth rates of 1.13, 1.18 and 1.18 per cent. The same constancy is found 
in British growth rates in these periods. Indeed, the only unusual period with 
respect to growth rates in the US is the decade 1888—97, in which it shoots 
up to 1.6 per cent per annum on average. This, of course, was the period of 
great combination and expansion in the American industry." The 
implication of Table 6 is that the belief of contemporaries about American 
replacement rates was probably justified. Their failure to notice it prior to 
the 1890s was presumably related to the fact that it was only at the end of 
the century that British paper makers were beginning to grow seriously 
concerned with the relative progress of their industry. After all, before that 
date, American paper technology on average appears to have been no better 
than British, and may have even lagged behind.” 

What then accounts for the American paper maker's more frequent 
replacement of machinery? One of the most important features of the 
second half of the nineteenth century was the vast growth in demand for 
paper that took place. This was most noticeable with newsprint. Total 
newspaper circulation in America grew at an average compound rate of 5.5 
per cent from 13,663,409 in 1860 to 114,299,334 in 1900.5 The growth was 
not only due to the spread of literacy and cheap wood-pulp paper, which 
boosted the circulation of newspapers, but was also related to the 
proliferation of uses that were now being found for paper products. In these 
vast changes in consumption habits some have seen a paper revolution.” In 
this half-century, mass-produced paper bags, containers and other forms of 
packaging emerged, as did the popularisation of the postcard and cheap 
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fiction. New technologies like photography and the telegraph arose 
demanding new varieties of paper, and older ones developed in new 
directions. In food retailing, the general store, which had previously bought 
items in large bulky containers, dividing and re-packing the goods 
themselves into more convenient and saleable amounts in the shop, gave 
way to the modem, self-service store, with its wide range of brands and 
goods each individually pre-packaged by the manufacturer for convenience 
and ease of identification.” In the printing trade new special surfaces, such 
as halftone for reproducing photographic images and coloured stock, were 
called for and the paper industry responded. New consumer products like 
paper shirt-fronts, collars and handkerchiefs were developed and became 
fashion accessories, while clean and disposable personal hygiene items 
made of paper also became popular. In 1871, the toilet roll appeared, and by 
the end of the century its use was universal in Western societies." 


TABLE 6 
AVERAGE WIDTH OF PAPER MACHINES IN BRITAIN AND AMERICA, 1858-1914 (INCHES) 


Year Britain US 

1868/69 64 7 58.9 
1885/86 700 62 9 
1888/89 717 64 6 
1893/94 732 709 
1897 75 1 745 
1900 113 750 
1903 777 77 4 
1906 78 5 79 8 
1909 80 5 84 5 
1912 814 87.5 
1914 82 8 88 4 


Sources Paper Mill Directory of England, Scotland, and heland (1869—1914), Lockwood 
Directory of Paper and Stationery Trades (New York, 1885/86,1888/89, 1893/94); 
Paper Mill Directory of the World (1897-1914) Hagley Museum and Library, J. Arthur 
Murphy’s 1868 List of Paper Manufacturers, Acc 1431 


Population growth in America of the second half of the nineteenth 
century was also relatively rapid. In 1860 Amenca's population was already 
one-and-a-half times larger than Britain's, and by the turn of the century this 
gap had grown to close on two-and-a-half times." Combining this with the 
explosion in the uses of paper and board, the intrinsic opportunities 
available to the American paper maker to exploit are obvious. Protected by 
tariff walls and endowed with an abundant supply of ready capital, 
especially in the last quarter of the century, American manufacturers had 
this enormous and growing home market available to them for potential 
expansion. Moreover, the spread of the railroad after the Civil War removed 
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geographical constraints and for the first time allowed individual 
manufacturers, formerly restricted to producing for local and nearby 
markets, to tap into the large, standardised market.” And many did, taking 
full advantage of the opportunity to expand, specialise, and later integrate to 
a degree hitherto unknown in the trade.*' Of course, the same trends in 
consumption and production were felt in Britain, where per capita 
consumption of paper was as high, if not higher, than in America; but, given 
the limitations and size of the home and traditional export markets, the 
magnitude of its effects could not take on similar proportions.“ 

Illustrative of this difference was the actual quantities of paper 
consumed and produced in both countries. As Table 7 shows, a big gap in 
the relative consumption of the two nations appeared most noticeably from 
the 1890s, and by the First World War America's consumption of paper had 
grown to over three times the size of Britain's. Between 1879 and 1912/14 
the average annual increase in the consumption in America stood at 7.2 per 
cent, and 4.6 per cent in Britain. A similar picture is given by the relative 
production figures in Table 8. Over the same period British paper 
production grew on average at 4.9 per cent per annum compared to the 
much faster American rate of 7.5 per cent. This faster rate in America had 
important consequences for the replacement of machinery there. In 
investment theory, if an industry, ceteris paribus, grows faster than another, 
it will on average have a younger capital stock, and if, in turn, technological 
change is largely embodied in new capital equipment, this newer capital 
will be more efficient, granting the rapidly growing industry a lower cost 
structure. Assuming that investment growth and depreciation stay at a 
constant exponential rate, the average age of capital in an industry can be 
calculated as the reciprocal of the sum of these two rates." Thus, if the rate 
of depreciation in paper machinery was five per cent — the rate allowed by 
the US Treasury“ — then American machines were on average eight and 
British 10.1 years old. This seems fairly close to reality, for at the time of 
its establishment, over two-thirds of the International Paper Company's 
machines were less than a decade old," whereas most British paper makers 
seemed to have operated machines ten or more years old.* 

To match the American growth rate, the British industry would have 
needed an export growth rate of 12.5 per cent per annum between 1881 and 
1912, instead of the 5.9 per cent that was actually achieved. That is the 
equivalent of requiring exports' share of total British production in 1912 to 
increase from its actual share of 15.3 per cent to 49.6 per cent. Even if it is 
assumed that the British industry was able to secure for itself, through 
protection, the entre domestic market for paper, the industry would have 
still needed an annual average compound rate of export growth between 
1881 and 1912 of 11.5 per cent just to keep up with the Americans." Given 
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that the other major markets of the world were effectively blocked from the 
British manufacturer by tariff walls, and that even its traditional markets in 
the Empire were increasingly being penetrated by Amencan and 
Continental paper or, like Canada and Australia, were in fact developing 
their own industry, it was highly improbable that the necessary magnitude 
could be achieved.* 





TABLE 7 
COMPARATIVE CONSUMPTION OF PAPER AND BOARD IN THE UNITED STATES AND BRITAIN, 
1859-1912/14 
Year US/Britain 
1858/1859 94 4 
1879 1192 
1889 125.6 
1899 167 5 
1907/1909 289 6 
1912/1914 3220 





Note. The Brush figures for 1879, 1889, and 1899 are estimated by interpolation from 1875, 
1885, 1895 and 1907 so as to make them compatible with the US dara. 


Sources. M. Wray, The British Paper Industry: A Study in Structural and Technological Change 
(1979), p.219, E. Fnekey, Production in the United States, 1860-1914 (Cambndge, 








MA, 1947), p 16 
TABLE 8 
PRODUCTION OF PAPER AND BOARD IN THE UNITED STATES AND BRITAIN, 1880-1912/14 
(IN LONG TONS) 

Year Bntain US 

1880 229,638 403,600 

1890 411,483 834,800 

1900 699,404 1,935,700 

1912/14 1,085,243 4,705,400 





Sources W.G. Hoffmann, British Industry, 1700-1950 (Oxford, 1955), Table 54; Е Fnckey, 
Production in the United States, 1860—1914 (Cambndge, MA, 1947), p 16 


Thus, the greater size of its internal market made American paper 
makers replace and lay down new paper machines more frequently than 
their British cousins. As a consequence, the average American machine was 
changed more rapidly than the British, giving the appearance of newness to 
American mills that was noticed by many British paper makers of the 
period. 
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IV 


In the last section it was argued that the faster rate of growth of demand for 
paper in the United States produced there on average a capital stock that was 
being improved at a more rapid and regular rate than 1n Britain. But what 
part did this play in the emerging technological gap in the decades 
immediately before the First World War? To a large extent, the answer to 
this question depends on the rate of embodied technological change 
experienced. In the paper industry the best way to get an idea of this is to 
consider machine speeds. Given that the increase in both maximum and 
average machine speeds never exceeded six per cent per annum, our 
calculated 2.1-year difference 1n the mean age of paper machines could have 
accounted for a productivity differential between American and Bnitish 
machines of 12.6 per cent at the very most. This is certainly no trivial 
amount, but it still leaves most of the 36.2 per cent differential in average 
machine speeds and the 48.1 per cent differential in average machine 
capacities in 1912/14 unexplained. The estimated figure also assumes that 
the best-practice technology in each country was equivalent. However, if 
the state of paper-making technology had in fact differed, this would have 
had an effect on the degree of technological sophistication found in the 
average machine. For example, if it could be shown that American paper 
makers were pushing back the technological frontiers of their trade faster 
than the Bnitish, this factor would have accelerated even further the rate of 
embodied technological change experienced. Looking back to Table 2, 
which shows the speeds of the fastest recorded machines in operation, a 
reasonable proxy for the state of best-practice technology at any date, we 
discover that from the 1890s there are grounds to believe that this was the 
case. To what can this spurt of technological ingenuity be attributed? One 
obvious explanation is that the demand which encouraged American paper 
makers to replace and acquire the machinery more frequently also spurred 
them on to innovate and invent. Given that American output constantly 
grew at between 2.5 and three per cent faster than British at all times from 
1860, but maximum speeds ın both countries only began to diverge in the 
1890s, this explanation appears unsatisfactory. 

A potentially more fruitful approach is to look at the actual nature and 
process of technological change as it occurred in the industry to see whether 
this can shed light on the determinants of the rate of change experienced. In 
the late nineteenth-century paper industry innovation took the form of a 
gradual accumulation of technological knowledge that added to, rather than 
superseded, existing technology. Such change was by nature cumulative, 
incremental and in many cases, at least in the first instance, firm-specific.” 
Many of these insights and innovations were derived from everyday 
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experience in production. These basic characteristics are, of course, familiar 
to students of other continuous production technologics. What is less 
familiar, and certainly little understood, are the forces that influence the rate 
at which technological accumulation occurs in particular firms and 
industries. 

In the economics literature on technological change it is widely accepted 
that in some industries firms can augment their productivity and reduce 
costs by increasing their workforce’s experience with the production 
process. In other words, the more that is produced, the greater the benefits 
from learning.” Whilst this relationship between innovation and production 
is undoubtedly correct, it tells us nothing about the expected magnitude of 
the outcome. For example, if two identical production processes are set up 
in different locations, and ordered to produce exactly the same volume of 
the same goods over the same time-frame, will the amount and nature of the 
gains from learning also be commensurate in both places? While there may 
be quite a few similarities stemming from the almost identical nature of the 
problems faced by both firms, one would also reasonably expect there to be 
noticeable differences. What are the sources of these differences? 

As the benefits of learning emanate directly from participation in and 
familiarity with production, it is to the worker, engineer and manager 
actually engaged in the day-to-day running of the plant, as well as the 
context they find themselves in, that we must turn for answers. To do this, 
it is useful to split the process of innovation from learning into five stages. 
The starting point is simply the act of production, which creates valuable 
experience with the technology and the product for those engaged in 
production. On the basis of this experience, over time workers, familiar also 
with the problems and potentials of the process, begin to envisage solutions 
and directions in which the production process could be improved. But 
these ideas need to be acted upon and developed before implementation is 
possible. It is only with the implementation of these ideas that technological 
change can be said to have taken place. In brief then, the stream: 


Production — Experience — Ideation — Activation — Innovation 


crudely characterises the process of innovation through learning. It also 
suggests the places where the stream can be diverted, blocked or enhanced. 
There are three such points. Thus, learning effects, for example, can be 
diminished only when (1) the nature and scale of production 1s insufficient 
to start the process off; (2) production does not lead to learning and to the 
attainment of expenence; and (3) experience is not translated into 
innovation, because of either a failure to generate new ideas or an inability 
or unwillingness to act upon these ideas. This means that if one is to 
understand the rate of technological accumulation, one must look to factors 
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such as human capital formation, business structure or industrial relations 
that affect the firm’s opportunity, ability and incentive to learn from 
production.” 

Looking at such factors in the Bntish and American paper industries of 
the late nineteenth century, one finds that in addition to the greater scale and 
intensity of production which afforded ıt more opportunities to learn, the 
American industry held three other systematic advantages over the Bnitish. 
One of these advantages was the quality of its labour force. To improve a 
process one must first have a sound understanding of it. Technical education 
can play an important role in achieving this aim, especially in capital- 
intensive industries like paper making. This was appreciated by the 
American industry at a relatively early stage. By the turn of the century 
America already had a system of technical classes in paper making that was 
more complete than, and in most cases apparently far in advance of, those 
operating in Britain. Regular classes, for example, were offered at the 
Arrow Institute of Chicago, the Pratt Institute of Brooklyn and the Cooper 
Institute of New York. These establishments were all well-equipped, and 
their students generally found employment in paper-mills following 
graduation, even if they had no prior work experience.” Special 
arrangements were also made for those in the more remote country districts, 
who could take courses by correspondence.” By contrast, in Britain very 
few paper-making classes existed for any time at all, and where they did 
attendance was usually very poor. For example, in the 1899/1900 academic 
year there were only two registered paper-making classes with 32 students 
in the country. Interestingly, most of these students were not even employed 
in the industry.* 

In America, however, such institutions supplemented rather than 
replaced those already existing at the firm level. Many American paper 
workers were fortunate to benefit not only from an ordinary day-school 
education but also from technical instruction after work, a fact which made 
the American mill worker on average, according to Dyson, better educated 
than his British counterpart.^ The Hammermill Paper Company of Erie, 
Pennsylvania, for example, took it upon itself to train and educate all of its 
employees, considering this the best way of ensuring a ready supply of 
Skilled Jabour and consistently high quality workmanship.* In addition to 
regular classes on technical and scientific matters, some mills also taught 
English to illiterates and new immigrants coming to work for the company. 
Perhaps the most formal of these classes was that funded by the American 
Wnting Paper Со. in Holyoke, Massachusetts. Run very much like a 
vocational college, this school held classes six nights a week and used an 
abandoned mill as its laboratory. Although the numbers of those actually 
attending during our period 1s unknown, in 1917 this school had some 250 
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students.” Such schools, some of which had been running for many years, 
played an important role in raising the level of technical skill and 
understanding of the worker and augmented the potential for innovation 
achieved through learning. 

The same type of technical instruction in paper making was virtually 
non-existent in Britain. As late as 1893, William Ross, the General 
Secretary of the NUPMW, could claim that he was unaware of any classes 
operating in the country, and that to his reckoning at least 80 per cent of mull 
workers had no training whatsoever for their jobs.* It seems that the core of 
the problem in Britain was that paper makers remained unconvinced of the 
benefits of technical instruction. As A.L. Poulter of the London Paper Mill 
claimed in 1904: ‘I think that the bulk of the workmen are as well educated 
as is necessary for the actual making of paper, which 1s a mechanical 
process. I do not think a man requires a college education to fill a beater, or 
even to run a machine’.” The consequence of such an attitude was a 
comparatively uneducated workforce (at least in terms of technical 
knowledge about paper making) and the loss of one means of enhancing 
performance and technological accumulation. This was no better 
demonstrated than by the difficulty even very progressive firms, such as 
Edward Lloyd Ltd, had 1n running their new machines at optimum speed. 
As a foreman explained ‘the difficulty 1s not with the machines themselves, 
but with the men. The men want a certain amount of training to tackle 
machines running at enormous speeds’.” The firm then engaged in a gradual 
process of bringing their workforce up to scratch. If we add these types of 
inefficiencies to the potentially useful technological knowledge that was 
lost as a result of ignorance, the lack of proper training within British mills 
could well have cost the industry dearly. 

Industrial relations can also be germane to the creation of innovation 
through learning. Working in a climate of industrial conflict, characterised 
by confrontation between labour and capital and enmity for the owner, a 
worker may have no desire to help the boss out by improving his machinery; 
at least, not unless something is given in return. This was not lost on many 
American paper makers. American mills were thus generally better lit, 
better ventilated and safer than British." Moreover, by the 1890s many 
firms in America had already initiated bonus and profit-sharing schemes. 
For example, the firm of S.D. Warren Co., based in Congin Falls, Maine, 
implemented a profit participation plan in 1891 that provided its employees 
with an annual dividend determined by dividing a percentage of the net 
earnings in ratio to the total] earnings of the employees. The avowed 
intention of this plan was by encouraging economy and ingenuity to 
enhance the competitiveness and well-being of all in the firm. What 1s more, 
it seems to have worked, as following the plan's introduction wages and 
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productivity in the firm are reported to have risen by between 2.5 and 7.5 
per cent. Similar schemes were also employed by other paper-mills, so that 
by the end of the century such practices appear to have become quite 
common in America.” | 

Although there were undoubtedly exceptions to this generalisation, 
Dyson could still conclude in 1902 that as a general rule every 
encouragement in the US is given to the worker ‘in the shape of reward for 
initiating or suggesting any improvement in the management of machinery 
and in the event of the production being increased thereby, the workmen 
may rely upon getting a fair percentage of the profit therefrom, whether he 
is on piecework or day wage'.* The result was a closer relationship between 
employer and employee and that technological change came to be 
‘appreciated by the workmen for reasons that up-to-date machinery means 
less anxiety and better results for both’. This was certainly different from 
most Bntish mills, where labour continued to remain suspicious of capital. 
As one paper worker complained in 1903, employers in Britain seemed to 
regard workmen as their 'body and soul'. As such, a worker could expect 
any useful idea he or she might have simply to be appropriated without 
reward or further thought by the mill owner. He then went on to commend 
the American system, with which he was familiar, remarking that he had 
little doubt that, as in America, ‘if employers in the paper trade would deal 
fairly and liberally with their work people who made valuable suggestions, 
in a few years this scheme would prove highly beneficial to the trade' .“ 

Yet in the British paper industry such systems of production bonuses and 
profit sharing remained very rare. According to the Board of Trade, which 
collected fairly reliable statistics on such practices, only five instances were 
recorded between 1890 and 1912, of which just four were still in operation 
at the outbreak of the First World War. Together these surviving efforts 
involved some 794 employees, or a mere 1.75 per cent of the workforce." 
The only practice that seems to have been used by a number of British mills 
to extract innovation and greater effort from their workforce was that of 
tonnage. Effectively this was a bounty paid on every ton of perfect paper 
produced over and above a certain minimum level of output that had 
previously been specified by the mill. The practice, however, was greatly 
disliked by workers because the amount of output above which it was 
necessary to go in order to qualify for tonnage was variable and subject to 
Increase as soon as workers drew near to 11. 

The third area where the British and American industries differed was in 
their attitudes to trade organisations and industry-wide co-operation. Unlike 
the British industry, which was highly competitive in outlook and officially 
abhorred any form of combination, American producers from an early date 
showed an interest in the benefits of self-regulation and co-operation 
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Evidence of a growing collective spirit among American paper makers is 
found in the number of industry conventions that took place from the middle 
of the nineteenth century. These meetings, such as the one in Chicago in 
1863 attended by representatives of 33 mills from five states, where samples 
of pulp made from straw, comhusk, sorghum and basswood were exhibited, 
were used as forums to raise debate about, and facilitate co-operation on, 
issues of common interest, as well as to publicise new technological 
breakthroughs and products.* From one of these conventions in 1878 
developed the American Paper Manufacturers’ Association, a nationwide 
body set up to represent the interests of the entire trade. The Association 
exercised its influence on work practices chiefly by aiding the 
dissemination of new ideas and by providing opportunities to its members 
for dialogue and intercourse on the problems confronting the industry. Other 
associations in individual branches of the trade, such as the Newsprint 
Manufacturers' Association, were likewise established to protect the 
interests of its members and encourage the spread of best-practice 
techniques. These organisations played an important role in creating an 
awareness of common problems experienced in the industry and in 
spreading possible solutions to them." In 1862, for example, the American 
mil owner Addison Laflin delivered a lecture to the Writing Paper 
Manufacturers! Association in which he attributed many of the industry's 
on-going problems to accounting practices that failed to estimate the true 
costs of production. In a display of openness that would have been 
unthinkable to most British paper makers of the time, he supplied 
association members with his own detailed tables of the costs of production 
for various grades of paper. At the same time, he introduced the idea of 
process costing to those in attendance, differentiating for the first time 
between the costs of actually making the paper and the costs of its 
finishing." Such organisations thus proved to be the means by which the 
spread of accounting, as well as technological innovation, could be 
hastened. This type of collective invention, as Allen has called it, plays a 
crucial part in the gradual accumulation of technology, especially in 
industries such as the paper industry, where the similarity of the technology 
used often led to the development of difficulties that were common to some 
extent to all firms.” 

In this regard the American industry's experience was in marked 
contrast to the British, whose association, the Paper Makers' Association of 
Great Britain and Ireland, was politically and economically impotent and 
resembled more a fashionable club than a trade association." As such, it 
made little real effort to advance the interests, technological or otherwise, of 
the British trade. Even the collection of industry statistics proved beyond its 
capabilities. On two occasions — in 1885 for the Royal Commission on the 
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Depression and in 1904 for Chamberlain's Tariff Commission — statistics 
were requested, but on both occasions the Association could not provide 
them. In 1904 less than a third of the industry even bothered to respond to 
the questionnaire the Association had sent around. By contrast, the 
American association had already successfully completed such an 
endeavour in 1883." 

More important than the collection of statistics, of course, were the lost 
opportunities for the exchange of ideas that could have benefited the trade. 
Certainly there were paper makers in Britain who had grown tired of the 
‘languid after-dinner speculations of the Paper Makers’ Club’, as one critic 
described the extent of the British association involvement in the industry, 
and felt that a key reason why America was so successful was that paper 
makers there bothered to pay attention and give material assistance to other 
members of the trade.” As one British contributor to the Paper Trade 
Review lamented on the occasion of the twelfth AGM of the American 
Paper Manufacturers’ Association in 1889: 


It is evident that American paper-makers have reconciled themselves 
to meet upon a common understanding, without touching upon 
personal details or individual actions. The object is not to encroach in 
any way upon personal business management, but to promote a higher 
tone in competition and to encourage a firmer bond of unity in all 
matters of concern to the trade in order to facilitate its progress and 
permanence as a national industry. 

Per contra! How are the interests of the British paper trade being 
watched by the British Paper Makers' Association? Meetings are held 
periodically, but their conservatism is great. ... There is no reason why 
paper manufacturers as a body should not have ideas in common in 
general tones of policy for the identification and protection of trade 
interests.” 


Of course, like others, this plea for greater co-operation went unheeded, and 
when the First World War broke out in 1914 the British paper trade 
continued to be represented by an organisation that was not ineffectual not 
only in speaking on its behalf in the political arena, but even in creating 
Opportunities for the practical problems and suggestions of British paper 
makers to be heard by others in the trade. As such, a valuable conduit for 
the transmission of ideas and innovations through the industry was lost.” 


V 


For most of the nineteenth century, Britain held an undisputed lead in the 
field of paper-making technology, a lead derived very much from ıt being 
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the first nation successfully to mechanise and streamline the production of 
paper. By the 1890s, however, there 15 strong evidence to suggest that this 
technological lead had been lost to America. This article has argued that this 
loss of pre-eminence had much more to do with the greater scale and 
standardisation of the American market than it did to any protracted 
adherence to outdated and traditional practices that some British workers 
might have had The immensity of the American market provided its 
manufacturers with stronger incentives than their Bntish cousins to expand 
and acquire the most up-to-date machinery. As such, the paper industry 
lends support to those who have attributed America’s productivity lead in 
manufactunng into the twentieth century to its larger market.” 

But Americans not only adopted machines more rapidly than the British, 
they were also able to generate innovation more readily Although once 
again the faster growth of demand in America undoubtedly had a significant 
part to play in this quicker technological accumulation, it is hard to escape 
the conclusion that a growing conservatism, most clearly reflected in the 
Britsh paper makers’ reluctance to adopt technical training schemes, 
industry co-operation and productivity-related remuneration policies, had 
also begun to creep into British paper making by the Edwardian period. This 
loss of vigour seemed to emerge not so much because the attitudes of British 
paper makers had changed so markedly since mid-century, but because the 
business culture in which they had been nurtured, and in which they 
continued to nurture their successors, proved itself to be less adaptable in 
new contexts and to new ideas. This is not to claim, of course, that all was 
ideal in Amenca. There, too, individual paper makers displayed the same 
reticence to new practices that most British manufacturers did. The 
difference was that in America relatively more paper makers had begun to 
show an awareness of the fact that innovation and productivity growth are 
not automatic or costless by-products of productive activity — as standard 
learning-by-doing accounts suggest — and that firms, either independently or 
collectively in associations, did have a role to play in providing the nght 
environment for innovation. The maintenance of a rapid rate of 
technological accumulation 1s never an accident. 
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The long-run propensity of the companies of a number of smaller European 
economies to engage in multinational investment has been discussed in 
several recent studies. The Netherlands, Switzerland and Sweden in 
particular have traditionally held large stocks of outward foreign direct 
investment (FDI) compared to the size of their economies.' In contrast, 
Austria provides an important example of an equally persistent non-outward 
investor. Austria, as the geographical entity of today, never had large 
multinational enterprises (MNEs) and even today only a few firms can be 
regarded as internationally significant MNEs. This article provides a long- 
run survey of Austrian FDI over the last century? A particular concern is to 
show how and why Austria's internationalisation path deviated from that of 
the neighbouring Swiss, as well as the Dutch and the Swedes. 

It is necessary to begin by making a number of definitional points. This 
article is concerned with the manufacturing sector rather than FDI as a 
whole. Compared to the history of banks, the Austrian manufacturing sector 
is far less well documented, and even less so with regard to FDI, since 
international consolidation rules did not exist and other reports on 
subsidiaries (for example, notification of capital transfer) were not 
compulsory. À representative data set on Austrian FDI is not available 
before the 1960s, and hence case studies and firm-based information are the 
only sources. Moreover, before the Second World War, surviving statistical 
sources make no consistent distinction between FDI and portfolio 
investment. Thus, using capital figures on FDI for the early period may lead 
to flawed conclusions about the real extent of multinationalisation? The 
long-term focus of this article requires that micro- and macro-economic 
information is combined to get a more realistic picture of FDI. Data on 
firms have been acquired from a variety of sources* as well as from in-depth 
case studies undertaken by the author in 1989 concerning 17 of the most 
prominent Austrian investors abroad.’ The concern is with large firms and, 
following Mathis, it is confined to firms in the territory of today's Austria. 
Consequently, the definition of outward FDI is investments which were 
established or acquired outside Austria's territory (including also 'Austrian' 


Business History, Vol 39, No 1 (1997), pp 47-71 
PUBLISHED BY FRANK CASS, LONDON 


48 BUSINESS HISTORY 


investments in Hungary during the Austro-Hungarian Empire) over the 
whole period of analysis, that is, 1870—1995. Data on capital transfers for 
FDI are taken either from balance of payments, or from the survey of the 
National Bank (that is, book values). Inward FDI is discussed only when it 
is relevant for outward FDI. 

The remainder of the article discusses the pattern of Austrian 
multinational investment in three time periods — 1870—1918, 1919-59, and 
1960 to the present — and in the process makes comparisons with other small 
Huropean countries. 


II 


The Austro-Hungarian monarchy (subsequently referred to as the Empire) 
consisted of an Austrian part and a Hungarian part (see Figure 1). The 
Austrian part of the Empire (or Cislithania) comprised Altósterreich 
(Bohemia, Moravia, Galicia, Bukowina, Silesia, Dalmatia and Coast 
Provinces) and today's Austria. This area was joined to Hungary in a 
Customs Union, and there was also a currency union and a common central 
bank. This section discusses Austrian FDI during the Empire (that is, before 
1919). 


FIGURE 1 
MAP OF THE AUSTRO-HUNGARIAN MONARCHY 





Source Based on P Mathias and S Pollard, The Cambridge Economic History of Europe 
(Cambodge, 1989), Vol VIII, p.886. 
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The quantitative basis of industrialisation of the Austrian part of the 
Empire is still rather vague and figures on GDP growth vary by author.’ 
There is, however, a widespread consensus that the heterogenous level of 
development of the various parts of Cislithania was reflected in regional 
growth differentials. For today’s Austria, real GDP growth is estimated at 
1.35 per cent annually from 1830 to 1870 and at 2.41 per cent from 1870 to 
1913, and is thus higher than in the other parts of the Empire and in line with 
other European countries at that time.® The industrial development of 
Austria can be shown by the shift in employment. In 1869 24.8 per cent, in 
1910 32.2 per cent and in 1951 38.8 per cent of employment can be 
attributed to the secondary sector? while employment in the primary sector 
fell from 54.2 to 32.6 per cent over the same period.” Total industrial output 
grew at 2.5 per cent per annum in 1830-1913, and at 3.1 per cent in 
1890—1913. From his 1987 study, Mathis calculated various concentration 
measures and concluded that, in 1910—13, 20 per cent of the total active 
population was employed in large-scale companies (that is, firms with more 
than 1,000 employees). The average employment in these firms was 2,485. 
With the exception of the wars, concentration increased with the expansion 
of the secondary sector in Austria. Among the largest companies (by 
employment in 1913) were Blumau (explosives, 20,000), Alpine (iron, 
steel, 17,000), Austria Tabak (tobacco, 10,000), Siemens-Schuckert 
(electronics, 6,000), Steyr (arms 6,500), Berndorf (metal, 5,000) and Bohler 
(iron and steel, 5,000). 

The regional structure of domestic industry and its change during the 
Empire was mainly determined by the emerging infrastructure (especially 
railways), by the spread of energy supply and by the advent of new 
production methods which used different or less resources. In addition, new 
suppliers of resources (for example, from overseas) as well as new sourcing 
strategies of firms put severe pressure on local suppliers. The growth of 
firms, especially the importance of the joint-stock companies 
(Akttengesellschaften)" led to agglomeration effects and related and 
supporting industries tended to condense these clusters." But even the large 
firms were not MNEs, but rather acted on a large, autarkic home market 
with many regional barriers and regulations. Yet, the industrial restructuring 
and relocation of plants in the Austrian part of the Empire at the turn of the 
century was only partly determined by comparative cost resulting from the 
existing division of labour.“ Rather, the concentration in traditional 
industria] areas by some industries, which did not relocate plants despite the 
deterioration of certain location factots, was discernible, as historic and 
social ties played an extremely important role — especially in industries with 
a high level of development — and led to a low mobility of some fims.” The 
regional spread of firms was also a product of government intervention. For 
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Three sub-groups of Austrian outward investors can be distinguished 
since the late nineteenth century. Firstly, there were Austrian firms which 
were early outward investors but were taken over by a foreign firm at some 
point in time. A prominant example was OSPAG, a porcelain manufacturer, 
which was founded 1n 1883. In 1910 it acquired R. Ditmars Erben in Znaim 
(which was under Austrian management), followed by Brüder Urbach in 
Teplitz in 1912. After 1938 OSPAG belonged to the Creditanstalt and was 
sold to the Swiss-based Laufen Holding in 1967, by which it is owned still.” 
Another example was Schrack, an electronics manufacturer which was 
founded in 1872 and had a production unit in Budapest as early as 1897. 
This was sold to Ericsson in 1912 although Credit Anstalt maintained an 
equity stake. The company was sold back to Mr Schrack in 1938, and again 
concluded a licensing agreement with Ericsson in 1970. Subsequently the 
co-operation with the Swedish firm was intensified, leading to a partial 
takeover by Ericsson a few years ago. In 1995, the Schrack family sold their 
remaining equity.” 

Secondly, there were Austrian firms which were early outward investors 
and remain so today. An example of this category is Wienerberger, a 
manufacturer of construction material and bricks, which was founded in 
1775. It grew to be one of the largest Austrian firms in the nineteenth 
century, and set up a production unit in Hungary as early as 1838. Before 
the First World War its market share in Hungary was 54 per cent, and this 
increased to 84 per cent during the war. However its foreign investments 
were sold shortly after 1918. After the Second World War expansion abroad 
resumed and foreign acquisitions led to a dominant market position in 
Germany, as well as production units in France and recently also in 
Hungary. Another example was Plansee, а metallurgical firm founded in 
1921. Its owner, Mr Schwarzkopf, personally set up many firms in 
Germany, the United Kingdom, the Netherlands and the United States. The 
Schwarzkopf Development Corporation in New York, founded in 1929, still 
exists today as well as the Schwarzkopf Technology Corporation, a 
Massachusetts-based production facility.” Böhler, the metal manufacturer, 
has been internationally active for more than 100 years. The sales subsidiary 
established in Switzerland in 1881 still exists today. Over time several 
foreign production units were acquired and after the Second World War 
Bóhler became part of the nationalised company OJAG. Recently, the 
acquisition of Uddeholm (a Swedish firm) makes Bóhler a leading supplier 
of high-grade steel in Europe.” 

The third sub-group consists of Austrian firms with a long-term 
preference for reliance on their domestic market or else supplying foreign 
markets by exports, and which have only recently ventured abroad. There 
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are multiple examples of these firms. Neuman, the aluminium firm, was 
founded in 1780, but undertook its first FDI only in 1984. In 1880 the firm 
went bankrupt and moved from iron to sheet-zinc production. Parts of the 
firm were liquidated in 1918, when the Bohemian and Hungarian markets 
were lost. In 1947, the firm moved into aluminium production, in which it 
remains today. In 1981 the firm was taken over by the German Tubex 
Group. Beginning in 1984, Neuman acquired production units abroad in 
Germany, the United States, Denmark and Spain.” Mayr-Melnhof, a wood, 
pulp and paper manufacturer, was founded in 1913, but its first foreign 
acquisition — in Germany — came only in 1984, though other foreign 
production units followed. In the mid-1990s the company is one of the 
world’s largest manufacturer of recycled cardboard, and has become very 
active in foreign acquisitions. Frantschach, the paper company, was founded 
in 1881, but it was only in the 1980s that it expanded abroad and gained a 
dominant market position in some segments of the industry in Europe and 
the United States. Swarovski, a diversified glass producer founded in 1895, 
had a distribution and sales network abroad for a long time, yet only began 
substantial production abroad after the Second World War. In 1996 the firm 
had 9,200 employees worldwide, and was the third largest manufacturing 
firm in Austria in employment terms, with direct investments in 13 
production units and 44 sales subsidiaries worldwide." 

Schriter’s study of the characteristics of 60 MNEs with 400 FDIs of five 
small European countries between 1870 and 1914 can be used to explore the 
issue whether Austrian FDI was distinctive from comparable economies." 
Four main areas of comparison can be made: the firm size; industrial 
distribution; motives; and the role of FDI in the growth of the firm. The 
main difference between the Empire and the five small countries in the 
Schröter study was the size of the home market. The Empire’s market was 
big, but undeveloped and had a huge growth potential, which may have 
encouraged firms to stay at home.” 

The size of the Austrian firms which invested abroad before 1914 had 
many parallels with other small European countries. Tbe view that 
multinational enterprise was ever solely associated with large firms is now 
thoroughly discredited. The thousands of US and European firms which 
undertook FDI before 1914 included numerous small and medium-sized 
enterprises as well as some large ones." Schróter argues that the MNEs from 
his five smaller European economies were, on average, smaller than their 
international competitors, though among the largest firms in their respective 
home economies.” This description would also apply to the Austrian case. 
For Austrian firms, this was cause and effect of several other endogenous 
characteristics, including a low degree of vertical integration (usually one 
stage of the production process, mostly upstream), a simple organisational 
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Structure, owner-management, and very low degree of diversification. 

The industrial distribution of Austrian FDI was very stable in the times 
of the Empire and, with the exception of the textile industry, still is even 
today. The same phenomenon emerges in the Schröter study.” Most 
Austrian MNEs before 1918 were in the textile industry (16); electronics, 
pig iron (eight each) and machinery and steel (seven), mining and 
petroleum, iron and steel production, quarrying food and the chemical 
industry (five each). Limiting factors on FDI have been apparent in the 
chemicals and heavy machinery industries because of the need for 
economies of scope; in other industries, such as pig iron and steel, and 
electronics, because of the concentration process needed in order to achieve 
economies of scale, and in other industries, such as quarrying and beet- 
sugar, because of their location-bound nature. Thus, the industrial 
distribution also points to some potential for domestic internal and external 
growth. The strong role of the Austrian banking sector as owner of 
industrial firms can also be found in other small countries, although to a 
lesser extent.” 

Austrian FDI was mainly market-oriented rather than resource-seeking 
or strategic-asset-seeking before 1918. Hence, during and also after the 
Empire, Austrian firms invested abroad to overcome trade barriers and to 
gain from tax concessions. In the five countries surveyed by Schrüter, 46 per 
cent of the cases of FDI were influenced by policy measures such as tariffs. 
This paralle] is to be expected, since MNEs face similar regulations in 
international markets regardless of their home economy, except in special 
circumstances when bilateral treaties exist between nations. 

Fourthly, the role of FDI in the growth process of firms was in some 
senses distinctive in the Austrian case. In the case of large US corporations, 
a pattern has been observed. Large industrial enterprises in capital-intensive 
industries operating in mass markets 'achieved economies of scale from 
their size and integration and of scope from diversifying into new products 
and eventually countries' " Many large industrial enterprises, though not 
all, became MNEs at a certain stage of their (technological) development. 
In contrast, Schröter found that the MNEs from his small European 
economies grew as a result of their FDI, rather than being a product of their 
previous growth at home." Austrian firms, however, mainly grew 
domestically. In the Empire the development potential of their domestic 
market as well as the comparatively low development level of firms meant 
that there was little need and a limited ability for Austrian firms to go 
abroad on a larger scale. However, when they did invest abroad, they 
usually went to neighbouring countries — Bavaria and Italy — in a similar 
pattern observable in the other smaller European countries, as well as in the 
United States and elsewhere. In the Austrian case the definition of a 
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‘nearby’ country changed over time Before 1914 Russia was included, 
while 1n the inter-war years Yugoslavia, Hungary and Czechoslovakia 
featured.” 

In summary, external factors such as the size of the domestic market and 
the level of industrial development explain only part of the differences 
between the Empire and other small and large countries. Internal variables 
such as size, organisation, diversification and ownership are major 
explanatory factors for the lack of Austrian production abroad. 


Ш 


The post-First World War period was а shock for Austria in economic terms, 
since her size shrank to about 35 per cent of the former terntory of the 
Austro-Hungarian monarchy. In the words of Georges Clemenceau, 
‘Austria is what [was] left over’. The Empire had been the third largest 
country in Europe measured by population (50 millions) and the second 
largest country measured by size (677,000 km’). The dissolution of the 
Empire meant a disruption of a centuries-old inter-regional division of 
labour,” the distortion of the currency union, and the splitting up of a huge 
market and thus interrupted the growth process of many large firms. 
Questions about the country's economic viability were raised as Austria 
'suddenly shrunk to an independent country of some 6.5 million 
inhabitants'. Yet, contrary to the common belief at the time that Austria 
would not survive, the country recovered very quickly from this shock.” 
‘It could be said, of course, that these are conditions, every small economy 
as for example Switzerland must face, but in the case of Austria the situation 
was new, unprecedented and aggravated by the war.’* Fortunately, though, 
Austria had inherited the highly developed parts of the Empire and was an 
industrial state.? While Butschek mentions the lack of food, energy and raw 
materials as limiting factors,” Matis refers to the fuel shortage as ‘the only 
serious weakness of Austria's post-war economic structure.'^ Yet, for the 
domestic economy ‘one has to conclude that Austria’s industry was unable 
to utilize her relatively overproportionate industrial inheritance from the 
Habsburg monarchy; that is, she was unable to build upon it by undertaking 
the necessary structural changes’. 

The rather favourable domestic conditions immediately after the war 
affected the strategies and foreign operations of Austrian firms, which — like 
the whole country — had to cope with a new situation: domestic trade flows 
were suddenly turned into exports," nationalistic tendencies ın the 
successor States, the former ‘home market’, had to be faced; and firms had 
to restructure their entire, activities. After the industrial firms had realised 
that manufacturing within the Empire was fundamentally different from 
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multinational manufacturing (it was not just simply transferring former 
domestic plants into foreign subsidiaries), they could in principle pursue 
two strategies:“ first, restructuring to supply thé domestic market or, 
second, multinationalisation of activities. In practice, the latter alternative 
was mostly chosen with differing rates of success,“ since the former would 
have implied the loss of markets and of resources and a downscaling of 
activities. The multinationalisation strategy meant that FDI in the early 
inter-war period increased sharply. 

Between 1914 and 1937, only 21 of the 189 largest industnal firms in 
Austria made greenfield investments abroad, while a further 29 acquired 
foreign firms. In addition, 44 firms had sales subsidianes abroad.” As 
Schrüter notes, the break-up of the Empire after the end of the First World 
War resulted in an increase in ‘nearby’ FDI because niany plants suddenly 
found themselves in foreign countries. However, many of these investments 
were subsequently sold, both because of the weakness of the Austrian 
economy and through pressures for localisation (or ‘nostrification’, as it was 
described by contemporaries) in the successor states, especially 
Czechoslovakia." Banks, which had played a substantial role in the 
manufacturing sector both as financiers and as shareholders, sold off their 
subsidiaries as well as their shares in the industrial firms now located in 
foreign countries.* 

This picture of subdued multinational activity is qualified by Matis, who 
Suggests that Austrian firms adopted a number of strategies to retain their 
former markets. These included the establishment of holding companies 
abroad in order to surmount the nationalistic attitude of the successor states. 
A second strategy was the formation of cartels, of which 200 existed before 
the war, in industries such as steel and paper, where ‘the Austrian based 
trusts controlled most of the manufacturing in the successor states’.” A third 
strategy was to set up subsidiaries in the successor states in order to secure 
resources and markets (or to overcome tariffs), as the Austrian Alpine 
Montan Company and Bóhler did. Matis also investigated whether Austrian 
firms were able to keep some of their pre-First World War capital 
participations 1n the new states on the basis of a sample of 50 firms.” He 
concluded that in the field of industrial joint-stock companies nearly 70 per 
cent of the pre-war Austrian capital influence continued to prevail. The 
Austrian metal industry was able to preserve fully its pre-war position in all 
observed cases, the mining industry retained 60 per cent of its position, the 
electro-technical industry increased its influence, while only in textiles did 
Austria lose her former influential position.” 

The period after 1929 again brought radical changes for the Austnan 
economy. The world economic crisis and its impact on Austria led to many 
Austnan firms selling off their foreign subsidianes. There was a rapid 
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growth of inward FDI into Austria. Foreign takeovers increased threefold 
compared to the pre-First World War period. By 1937 27 per cent of the 49 
companies with more than 1,000 employees were subsidiaries of foreign 
firms, in contrast to the pre-war level of 14 per cent? There was an 
increasing influx of German capital after the Anschluss in 1938. A 
systematic and planned growth of inward FDI occurred, resulting in a take- 
over of most parts of Austria’s industrial sector by the Nazi regime.” The 
political developments accelerated the dramatic change in ownership and 
led to atypical growth — for a small country — of scale-intensive, investment 
goods industries as German firms exploited the large number of highly 
trained yet unemployed Austrian workers. This process was paralleled by 
a geographical shift away from the Viennese basin to the western 
provinces.? 

After 1945, when Austria regained its national sovereignty and got back 
her industry, German capital again moved in in order to profit from 
the under-utilised Austrian capital stock. * Despite the experience of 
the Anschluss, there was no resistance to German capital immediately 
after the war. Since Austria rebuilt many of the 'artificially imposed' plants 
after the Second World War (for example, the Linz steel works, Lenzing 
nitrogen plant, Ranshofen aluminium works), it acquired a large-scale 
industry which otherwise would not have developed. One might even 
speculate that in the post-war Austrian economy more FDI and MNEs 
would have developed had the country restructured along the lines of its 
traditional industries. 

The government adopted an active policy of encouraging inward FDI 
from the 1960s. Immediately after 1945, large parts of the manufacturing 
sector in Austria, then under German ownership, were taken over by the 
Allies." While the French, British and the United States quickly returned the 
firms to Austria, many of which were bought by 'German companies, which 
produced at maximum capacity and searched for complementary and 
expansionary investment opportunities in the below capacity working 
Austrian economy’,™ the Russians defined the firms in their zone as 
extraterritorial entities and controlled these firms themselves." The 
subsequent decision of the Austrian government to nationalise the basic 
industries, as well as the large banks, was seen as a means to provide the 
necessary funds for the reconstruction and to prevent capital inflow mainly 
from Russia. In 1966 this large nationalised sector accounted for 31 per cent 
of GNP for the total economy (manufacturing and mining. 25 per cent, 
services: 59 per cent). 

In short, despite the ‘automatic’ increase of FDI through the new borders 
in the early inter-war period, the loss of former markets, the crisis of 1929 
and finally the Anschluss had a negative impact on Austrian FDI and 


AUSTRIAN MANUFACTURING MNEs 57 


domestic firm growth in general negatively. In a shrinking economy the few 
MNEs were not able or willing to invest abroad.” 


IV 


From the 1960s Austria’s international trading relationships were affected 
by its membership (or non-membership) of European trading blocks, but 
Austrian firms remained reluctant to invest abroad until the mid-1980s. 
During the 1960s and 1970s Austria was a member of the European Free 
‘Trade Area (EFTA), and as a consequence after 1973 was able to benefit 
from the free trade agreement between that group and the European 
Community (EC). However, the turning point for Austrian FDI came only 
with the beginning of the Single Market Project in 1987. Austrian concern 
to avoid being left out of European integration led to the application for 
membership and finally the country’s accession to the European Union in 
1995. Meanwhile the collapse of Communism in eastern Europe in 1989 re- 
opened markets for Austrian firms and provided further incentives for 
internationalisation.* 

After the Second World War the Austrian economy experienced several 
phases of economic growth, which were more or less driven by the 
performance of the exporting sector and by domestic stability. The share of 
mining and manufacturing in GNP was 38 per cent in 1950.4 Exports 
mainly consisted of raw materials and semi-finished goods. Wood, pulp and 
paper, iron and steel accounted for more than 45 per cent of total exports. In 
1950 SITC 5—9 (industrial goods) comprised 69 per cent of total exports, a 
share which increased to 75 per cent in 1960 and more than 80 per cent in 
1970. The fact that large parts of the domestic economy and exports were 
‘inherited’ from the Second World War led to a structural weakness of 
output, which prevailed to a lesser extent until the 1980s. Despite several 
recessions, partly induced by international developments, Austria recovered 
quickly and rapidly caught up with the leading countries. The average real 
annual growth rate of GDP per capita was 3.1 per cent in 1960—90 compared 
to the OECD average of 2.6 per cent, the difference being particularly 
marked in 1970—80, when Austria's growth was 3.5 per cent annually or 0.7 
percentage points higher than the OECD average. A comparison of GDP 
and FDI growth in nominal terms shows that while GDP grew at eight per 
cent 1960—90 (seven per cent 1975-90), accumulated FDI grew at 32 per 
cent 1961—90 (book values of FDI 1975—90. 17 per cent) per annum. Thus, 
even in periods of lower overall growth in the Austrian economy, outward 
FDI grew at a higher rate, albeit from a low level. 

In the 1950s a tight monetary and Incomes-cum-prices policy which was 
based on the consensus of the so-called social partners, led to above average 
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growth rates. The eastern parts of Austria again had to reorientate 
themselves towards central and western European markets, similar to the 
development after the First World War, yet under very different 
circumstances, since Europe had been split into two large and hostile 
political blocs. This fact ‘made it more difficult for these firms to compete 
successfully on world markets'.* From the 1960s onwards, foreign trade 
gained importance as a determinant of growth and employment, thus 
increasing the dependence of Austria's performánce on the international 
economic environment. Overall, stable domestic development as well as 
economic policy created a favourable environment for exporting, so firms 
had little incentive to undertake FDI. The development and extension of an 
export risk guarantee system fromi 1954 onwards reduced the risk of 
exporting for the companies; political and social stability created an 
intangible competitive advantage on world markets, since there were 
virtually no strikes and only moderate, inflation-oriented wage claims by 
trade unions; even in periods of strong growth, a labour shortage did not 
arise; a hard currency policy was introduced and the Austrian Schilling 
was pegged to the Deutschmark, which created stable expectations of 
exporters and prevented import-induced inflation; and, finally, the catch-up 
process mentioned above was supported by a favourable development of the 
relative unit labour cost (RULC) position of the manufacturing sector and a 
catch-up in factor productivity." 

The above factors help explain the slow growth of Austrian FDI between 
the mid-1950s and 1987. Austrian firms were able to increase their market 
share in the EC via exporting, and hence tariff jumping via FDI was not 
necessary, because of the structure of exports which were mainly semi- 
manufactured and investment goods. Arguably, Austrian firms lacked 
ownership advantages in high-technology sectors, as indicated by a persistent 
structural trade balance deficit.“ A number of Austrian industries, such as 
electronics, were dominated by foreign affiliates. Austria lacked an efficient 
capital market, especially for risk capital, and some have discerned a low level 
of entrepreneurship. Certainly restructuring in post-war Austria was often a 
slow process because of the need to consult and to secure a consensus from 
the social partners.” The banks who owned many of the leading 
manufacturers were risk-averse, while the government's strong commitment 
to full employment found its expression in the subsidisation of the state- 
owned banks and firms.* Austrian firms in the 1960s and 1970s remained 
rather small, while attempts by policy makers to merge them into larger units 
mainly ended in failure.* Austrian firms also suffered from a chronically low 
equity-capital ratio, which increased only slightly between 1980 (19.21 per 
cent) and 1990 (22.61 per cent). With regard to manufacturing joint stock 
companies, the ratio fell from 1955 (56.8 per cent) to 16.4 per cent in 1981." 
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A further restraint on the growth of Austrian FDI was the pecularly 
important role of Austrian Industries, the former OIAG, in the economy. This 
conglomerate of the main nationalised manufacturing firms (for example, 
chemicals, iron and steel, aluminium, rail equipment, electronics, 
environmental technoloy, energy, machinery, industrial plants, engineering) 
was ‘inherited’ from the Second World War and earlier periods. The substantial 
share of this state-owned company in the manufacturing industry created an 
ideological barrier to FDI, because there was considerable resistance to 
‘exporting jobs’ before the 1980s. Subsequently the firm did expand rapidly 
abroad. Austrian Industnes AG invested 6.4 billion Austrian Schilling in 1989 
and 7.4 billion Austrian Schilling in 1990, or about 40 per cent of total Austrian 
investment abroad (even higher if only the manufacturing sector ıs taken as a 
basis for calculation)." Since then its relative importance as an outward 
investor has decreased, partly due to restructuring and privatisation and partly 
because the private sector’s FDI has gained pace. 

Between 1938 and 1979, of the same 189 largest industrial firms in 
Austria mentioned above, only 25 invested greenfield abroad and 25 acquired 
foreign firms, while 52 firms had some form of sales subsidiaries abroad.” 
Between 1946 and 1979 the number of firms with more than 1,000 
employees with production subsidiaries abroad even fell below the inter-war 
level (see Table 1), which was explained by Mathis as a consequence of the 
loss of the Austrian subsidiaries ın eastern Europe for the second time ? This 
might be an explanation for the limited FDI in the years immediately after the 
Second World War, but not for a few decades, when a new management 
generation took over during the Wirtschaftswunder. By and large, unlike the 
earlier periods, some large firms developed strategies for internationalisation. 

The pre-1986 period was stil] marked by larger inward than outward FDI 
flows in each year since the 1960s (see Table 2). As a result, inward stocks 
were considerably larger than outward stocks, either measured as 
accumulated flows from balance of payments or as book values (see Table 
3). Taking the period 1980—90, inward and outward flows were balanced, 
inward stocks showing only eight per cent or one-third of the average 
annual growth rate of outward stocks (23 per cent), albeit starting from a 
higher level. FDI were regionally concentrated and mainly followed the 
export flows. The EC accounted for 52 per cent, and the EFTA for 21 per 
cent, of total nominal capital stock abroad. Germany (32.5 per cent), the US 
(16.7 per cent) and Switzerland (20.7 per cent) received 70 per cent of the 
total stock in 1986. Outward FDI as a percentage of exports only recently 
reached one per cent (1980: 0.53 per cent; 1985: 0 28 per cent, 1986: 1.32 
per cent) confirming exports as the dominant strategy of 
internationalisation. Total outward FDI flows compared to domestic 
investment amounted to 0.5 per cent in 1980 and 0 4 per cent in 1985 (1985 
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prices). Even if part of outward FDI substituted for domestic investment or 
exports, its effect on output and employment was negligible. Outward FDI 
stock as percentage of.GDP were well below the international average, 
barely reaching one per cent in 1989. To provide a comparison to trade, total 
exports reached 26 per cent and imports 32 per cent of GDP in 1986. 
Figures on employment in Austrian subsidiaries abroad are available only 
from 1980 onwards. The relationship of total employment in inward and 
outward FDI (4.3:1) resembled the relationship of FDI stocks (1988: 5:1). 
The share of foreign in domestic employment in the manufacturing sector 
was about six per cent for outward and about 27 per cent for inward FDI 
during the 1980s. The manufacturing sector employed 35,000 persons 
abroad, while 149,000 employees could be attributed to foreign-controlled 
subsidiaries in Austria in 1986. 


TABLE 2 
AUSTRIAN FDI FLOWS, 1960-94 MANUFACTURING SECTOR 

ашса 
Year Outward  Imward Outward)  Inward Outward Inward (Outward+ (Outward- 

FDI FDI FDIGDP FDIAGDP FDY FDU Inward = Inward 

Imports FDD/GDP FDIVGDP 
Mn ATS Мь АТЗ % % % % % % 

1960 18* 232 001 0.14 0 06 0.63 015 0 13 
1965 154 780 0 06 0.32 0 37 1.43 0.38 025 
1970 279 2,403 0.07 0.64 0.38 2.60 071 -0.57 
1975 467 1,684 0 07 0 26 0.36 1 03 0 33 -0 19 
1980 1,089 3,028 011 0.30 0 48 0 96 041 019 
1985 1,365 3,403 0.10 025 0.39 0.79 0 35 022 
1990 18,409 6,718 1.02 0.37 395 1.21 1.39 065 
1991 11,137 2,419 0 58 0.13 2 32 0 4I 0.70 0.45 
1992 16,939 8,203 0 83 0 40 3.47 1 38 123 0 43 
1993 15,375 10,786 0.73 051 329 1.9] 1.24 0 22 
1994 13,171 13,927 0.58 0.62 257 221 1.21 -0.03 





Note. ATS = Austrian schillings. Mo ATS = million Austrian schillings. 
Current values Conversion rates are as follows: 
ATS/£. 1960 72 88 1970. 61 86. 1980: 3011 1990. 20 23 
ATS/$: 1960- 26 04 1970: 25 88. 1980 1381 1990. 10.67 
* 1961. 


The direction of FDI flows of the manufacturing sector changed 
dramatically in 1986 and 1987 when outflows 'exploded' and exceeded 
inflows. While outward FDI stocks grew at an average annual rate of 38 per 
cent, inward FDI stocks grew at only eight per cent annually between 1987 
and 1992, with outward stocks reaching 80 per cent of inward stocks in 
1992 (in 1987 their share was only 22 per cent). Two factors, namely EU 
integration and the opening of eastern Europe led to this process: 


TABLE 3 
AUSTRIAN FDI STOCKS (1960-1994. MANUFACTURING SBC] 








Year Stocks Stocky/GDP Ratio 
BoP OeNB OeNB OeNB Реф 
Out In Out In Out In О 
Mn ATS Mn ATS MnATS Mn ATS % % % 
1960 0 232 E E J S = 
1965 306 2,751 E = Е = - 190 
1970 1,418 9,074 5 T = 2 -  1%5 
1975 4,172 19,482 2,485 16,374 0.38 250 015 1970 
1980 10,167 31,176 3,167 24978 0.32 251 013 1975 
1985 20,656 49,001 10,647 33,492 0.79 248 032 1980 
1990 58,895 75209 28,069 61,096 1.56 339 046 1985 
1991 70,032 77,628 4144 66,122 2.46 343 O72 
1992 86,971 85,831 59,329 74,75 2.90 3.65 0.79 
1993 102,346 96,617 = B 2 2 = 
1994 115,517 110,544 m = Е Е - 199%% 





Note BoP (Balance of Payments) stocks are accumulated flows; book valves from OeNB (Central bank) 
ATS = Austrian sclullings. Mo ATS = million Austrian schillings 
Current values. For conversion rates sce notes to Table 2 
*1961-65 
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Internationalisation between 1987 and 1992 was characterised by what 
can be called the ‘outsider’ response to the EC’s Single Market Project 
1992, which threatened to put Austrian firms in a relatively disadvantageous 
position due to various barriers to entry." By far the largest part of the 
additional FDI in this period was invested in the EC to acquire or set up 
firms there. The insecurity of Austria’s integration strategy led to an 
investment-diversion effect. However, different industries displayed 
different strategies during this period, depending on the characteristics of 
their production technologies.” The dramatic upswing of outward FDI was 
also caused by a few major foreign acquisitions made by large Austrian 
manufacturing firms. The 20 largest manufacturing firms accounted for 75 
per cent of total employment abroad in 1989 according to the Central Bank 
(manufacturing sector). With 669 FDI abroad these firms had almost all of 
the total subsidiaries of the manufacturing sector reported by the Central 
Bank in 1990 (665). 


TABLE 4 
REGIONAL DISTRIBUTION OF AUSTRIAN FDI IN THE WEST (BN ATS AND PERCENTAGES) 


Year Germany Switzerland USA Total 


Stock Share Stock Share Stock Share Stock 
1980 1 4 292 07 146 04 83 4.8 
1985 26 28 0 13 140 22 23 7 93 
1990 69 24.3 43 151 241 74 28.4 
1991 81 210 45 117 28 73 38 5 
1992 90 19 9 44 97 37 82 453 
1993* 19 3 - 114 — 71 - 105.6 
1994* 24 8 - 119 — 72 — 122.5 
Average 404 - 22 7 – 18 — 1597 


1980-92 





Notes Bn ATS = billion Austrian schillings 
For conversion rates see notes to Table 2 
Figures refer to total economy, data does not allow the calculation of the manufacturing 
sector's share 
* Extrapolated from balance of payments data (share capital -- balance of profits and 
losses carried forward + balance of long-term loans, also, since 1989, short-term loans) 


Total FDI as percentage of exports reached 4.4 per cent in 1992, which 
demonstrated the strong catch-up process. Compared to domestic 
investment, tota] FDI flows reached 4.3 per cent in 1992, or about four 
times the value in 1987 (1.1 per cent). Outward flows of the manufacturing 
sector exceeded inward flows in 1989 by 1.6, in 1990 by 11.7, in 199] and 
in 1992 by 8.7 billion Austrian Schilling. The manufacturing sector's 
outward FDI stocks as percentage of GDP increased fivefold between 1987 
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and 1992, reaching three per cent in 1992 (1991: 2.4 per cent; 1989: 1.0 per 
cent). Employment in FDI of the manufacturing sector abroad doubled 
between 1985 and 1990 (57,745, total economy: 82,291 employees abroad). 
This was mainly a result of acquisition strategies rather than greenfield 
investment. Prior to 1987, market-seeking investment dominated. From 
1989 onwards, firms started to rationalise their Europe-wide activities, 
expecting EEA or even EC membership, and efficiency-seeking motives 
dominated as well as strategic-asset-seeking FDI. Vertical and horizontal 
mergers helped to increase in particular the scale and in some cases the 
scope of activities, and enabled firms to concentrate certain activities in 
certain locations. Other motives were export-supporting, being present in 
future markets in east Europe and — of minor importance — cost-reducing 
relocations to eastern European countries (depending on the productivity of 
the respective firm or industry). 

Austrian internationalisation in the early 1990s was determined by the 
discussion and finally the implementation of EU membership in 1995. The 
speeding up of the European integration process led to a more optimistic 
view of the markets in western Europe than in the previous period, when 
uncertainty about participation in the EU Single Market project was high. 
Consequently, Austrian firms — now as insiders to the Single Market — 
started to secure ‘their market share’ by a direct presence in the EU markets 
mainly through acquisitions. Time played an important role, since many 
Austrian firms also became the target of large EU companies. The figures 
on FDI stocks and flows again show substantial growth since 1992 (see 
Table 3). After five years of substantially larger outward flows, outward and 
inward flows were of equal size in 1994 (see Table 2). It remains too early 
to judge whether these developments are a short-term phenomenon or if it 
represents a shift to a higher level of FDI. 

The 'opening' of eastern Europe in 1989 brought about one of the 
strongest shocks caused by the external environment for Austria since the 
Second World War. New opportunities and threats emerged and paralleled 
Austria's west European integration process, thus putting heavy 
restructuring pressure on Austrian firms. Internationalisation in eastern 
Europe does not build on historic ties from the Empire any more, as is often 
maintained, but rather on strong ties from trade with the former Eastern 
Bloc countries during the times of the Cold War. Naturally, the central 
location of Austria, its neutral status in political terms as well as the 
structural trade deficit with Western countries favoured trade with the East 
in the past. Market growth as well as a 'learning-curve effect' led to 
increased trade and Austrian FDI in these regions. 

The main motive for FDI in eastern Europe was market access, while 
low production cost appears of little importance." This may be explained by 
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TABLE 5A 
REGIONAL DISTRIBUTION OF AUSTRIAN FDI IN EASTERN EUROPE 
(TOTAL CAPITAL IN BN ATS! AND PERCENTAGE SHARES) 








Year Hungary Czech Republic Slovak Slovenia Orther Total 
Eastern Europe Eastern 

Europe 

Stock Share Stock Share Stock Share Stock Share Stock Share 

1989 10 71.4 01 71 0 - 02 143 02 143 14 
1990 3.4 68 5 01 20 0 - 07 140 08 160 50 
1991 8.6 76 1 05 4 4 03 27 08 71 11 97 113 
1992 12 3 68 3 28 156 08 44 10 56 11 61 180 


1993* 165 632 59 226 17 42 15 37 17 65 26] 
1994* 183 579 76 241 13 54 18 57 22 70 316 





Notes: Bn ATS = billion Austrian schillings 
! Includes total FDI, 1 e. share capital + balance of profits and losses carried forward + 
balance of long-term loans (and short-term loans since 1992). 
2? Stock 1981—91 proportioned by 1992 geographical areas 
1 Rest of Yugoslavia, Croatia, former USSR, Poland, Romania, Bulgaria, Albania 
* Extrapolated from balance of payments data for first half of 1994 


TABLE 5B 
FOREIGN DIRECT INVESTMENT IN CENTRAL AND EASTERN EUROPE (MID-1994) 





Country Number Capital stock (mn US$) 


Total % Austna % Total % Austria % 


Hungary 23,000 15 5,000 38 6,383 27 887 45 
Czech Republic 18,219 12 2,550 19 2,490 11 169 9 
Slovakia 6,338 4 1,223 9 408 2 104 5 
Poland 16,355 11 600 5 3,741 16 159 8 
Slovenia 3,297 2 694 5 1,128 5 200 10 
Croata 6,647 4 554 4 817 3 105 5 
Macedonia 168 0 39 0 30 0 1 0 
Former Yugoslavia na na. na n.a n.a. n.a na. па 
Albania na n.a. na n.a 285 1 па Da. 
Romania 36,808 24 829 6 943 4 22 1 
Bulgaria 2,200 1 130 1 498 2 24 1 
Community of 22,400 14 700 5 5,500 24 270 14 
Independent States 
Baltic States 16,200 10 127 1 947 4 30 2 


Total 155,200 100 13,100 100 23,400 100 1980 100 
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the fact that productivity is still low, hence the RULC is relatively high. The 
scarce data which are available are reported in Tables Sa and b. As Table 5a 
shows, the FDI stock of Austrian firms increased heavily from virtually zero 
in 1988—89 to more than 30 billion Austrian Schilling in 1994. Hungary was 
by far the largest recipient country accounting for between 60 and 70 per 
cent of Austrian FDI stock in eastern Europe. In 1994, it received 20.8 per 
cent of total FDI flows, compared with 19.8 per cent for Germany (see 
Table 5b). Of approximately 62,000 employees in Austrian FDI in eastern 
Europe, about two-thirds were located in Hungary in 1992. So far, 
continuing privatisation in that country has attracted 103 firms with 
Austrian participation, representing US$ 392 million or 14 per cent of the 
total. Preliminary data for FDI in Hungary for 1995 suggest that these trends 
are continuing. Contrary to the reluctant and slow investment in the EC, 
Austrian firms quickly realised the potential and the chances to build on 
their traditional contacts in eastern Europe and to secure important future 
markets. The whole process was rapidly supported by an efficient risk- 
sharing system and other policy measures. Today, the 'know-how' with 
regard to east European markets accumulated in Austria in the past is a vital 
resource and a competitive advantage. 

Thus, even during the post-Second World War period — despite the small 
home market and unlike other small competitor countries — Austrian FDI 
remained very limited, mainly for structural factors as well as the 
favourable exporting environment. Only in the expectation of, and with 
membership in, the EU Single Market, did Austrian FDI increase heavily 
and MNEs, comparable to those of other small and large countries, emerge. 


V 


Unlike many other Continental economies (Sweden, Netherlands, 
Switzerland) which 'suggest strong continuities in the history of 
Continental MNE'," Austria's domestic economy is a case of discontinuity 
and change. This has influenced the evolutionary patterns of her FDI as she 
provides an example of persistently low levels of her outward FDI. Analysis 
of the various stages of FDI of Austrian firms showed many structural 
parallels that remained crucial as determinants for a long period of time, 
such as the importance of the banking sector as owners of industrial firms, 
the lack of risk capital, a rather high propensity to keep the location even if 
the environment changed and the lack of a risk-taking entrepreneurial class. 

This article has identified a number of historical events and structural 
characteristics of the Austrian economy which help explain the relatively 
subdued levels of FDI. Before 1918, the large home market of the Empire 
and its growth potential provided little incentive for FDI. Contrary to the 
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development level of the economy as a whole, the level of the development 
of the firms, that is, vertical integration, the degree of diversification and so 
on, was low and favoured domestc and internal growth over external and 
foreign growth. The loss of territory after the First World War and the 
devastation of the economy again after the Second World War interrupted 
the growth of Austrian firms. Between the wars, the short period of recovery 
in the 1920s was mainly used to keep or restructure FDI and to some extent 
to engage in new ones. As in Germany, the two wars severely disrupted the 
growth trends of FDI.” Moreover, while MNEs in some countries were able 
to profit from the wars, Austrian MNEs lost throughout. The partial (after 
the First World War) and total (after the Second World War) loss of markets 
and goodwill implied that Austrian firms had to start from scratch, while in 
other countries, such as the Netherlands, firms were able to keep their 
markets. The repeated reonentation of Austnan MNEs in a geographical 
and also a structural sense from central and east European markets implied 
the loss of traditional trade relations, and was an additional burden for 
Austrian firms which MNEs from other small countries did not have to 
carry to a comparable extent. Yet, contrary to the common belief that during 
the inter-war period Austrian firms lost all their FDI and had no incentive 
to invest abroad, the scarce data available and case studies suggest that 
subsidiaries abroad were of some importance for Austria's industrial 
development during all periods, more so when the borders changed. Yet 
only a few actually survived. 

A number of structural characteristics also hindered the growth of 
Austrian MNEs. The relationship between banking and industry, which was 
closer than in other European countries, had a number of implications The 
banks were risk-averse when it came to foreign investment. Moreover, 
when banking crises occurred, as in the early 1930s, banks tried to get rid 
of, or had to sell, their capital participations. Unlike the Swedish case, 
Austrian MNEs were not substantially larger compared to the rest of the 
economy, nor could they look back on periods of uninterrupted growth, as 
the large Swiss MNEs did. Their relatively small size in 1nternational terms 
and the lack of international experience made Austrian MNEs vulnerable to 
external change and less regionally flexible than their competitors. The 
restructuring of the economy during the inter-war period did not fit the 
historical structure of consumer goods industries, but was implemented by 
large-scale firms in investment goods industries. The reconstruction of the 
economy after the Second World War resulted in a concentration on 
domestic issues and delayed the growth of FDI.” Also, the economic policy 
environment after the war generally favoured exporting over FDI as a 
means of firm growth. 

In summary, Austria has been active in international trade for many 
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decades, but it was only five decades after the end of the Second World War 
that a catch-up process in FDI abroad began to take place. 


NOTES 


I should like to thank Professor G Jones, Professor F Mathis, Professor А Mosser, participants 
of EIBA '95 (Urbino, Italy) and three anonymous referees for valuable comments. Any 
remaining errors are mine. Lynn Cornell kindly retyped the article, 
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Austrian Foreign Direct Investment Abroad and Foreign Direct Investment in Austria, A 
Survey of Data and Literature (Vienna, 1995). 
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The Manufakturen (manufactones), large firms in the inter-war period and firms after 1979 
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occurs not only if a firm's employment falls below 1,000, but also if ıt goes bankrupt or if it 
1s merged with another firm Given that this is the only sample available on Austrian FDI for 
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of FDI was actually brought about by the ‘newcomers’ (growing firms) rather than by the 

established firms. For the Mathis sample, FDI are defined as acquisition of production and 

sales subsidianes abroad Abroad in this context refers to the customs area at the time in 

question, which means that acquisition in Cislirhania in 1913 and those in Germany after the 

Anschluss are classified as domestic Mathis’ sample is biased towards large and long 

surviving enterprises, as one of the referees nghtly pointed out. 

See F Butschek, Die osterreichische Wirtschaft im 20 Jahrhundert (Stuttgart, 1985), p 19 

He notes that two factors among others led to a relative underdevelopment of the Empire in 

economic terms, namely the lack of entrepreneurs and the lack of risk capital 

Ibid , p.21, quoting from Kausel 

Mathis, Big Business, p 10 

A detailed analysis of early Austrian industrial growth can be found in RL Rudolph, ‘The 

Pattern of Austrian Industrial Growth from the Faghteenth to the Early Twentieth Century', 

Austrian History Yearbooks, Vol 25 (1975), pp 3—25 

Е Mathis, ‘Fusion und Konzentration in der osterreichischen | GroBindustrie!, 

Verdffentchungen der osterreichischen Gesellschaft fur Unternehmensgeschichte, 13/14 

(1989), pp 191-9 

Examples of 1mportant firms, their location and year of foundation are: Ostrauer Bergbau- 

Aknengesellschaft, Brunn, 1896, Tnester Mineralol-Raffinene, Tnest, 1891, Galimsche 

Karpathen-Petroleum Aktengesellschaft, Maryampol, 1895, Galizische Naphta- 

Aktiengesellschaft Galicia, Drohpbycz, 1904, Lobositzer Aktiengesellschaft zur Erzeugung 

vegetabilischer Ole, Lobositz, 1895, Erste Galizische Chemische Industrie- 

Aknengesellschaft, Lemberg, 1897, Maschinenbau-Aktiengesellschaft, Prag, 1872 See A 

Mosser, Die Industrieaktiangesellschaft in Osterreich 1880-1913 (Vienna, 1980), p 76ff 

The majonty was located in Bohemia (3,681), in Lower Austria (2,366), Morovia (1,107), 

Galicia (596) and Styria (440) G. Otruba, 'Quanütative, strukturelle und regionale Dynamik 

des Industnalisierungsprozesses in Osterreich-Ungarn vom Ausgang des 18 Jahrhunderts 

bis zum Ausbruch des ersten Weltkrieges’, in H Winkel (ed), Vom Kleingewerbe zur 

Grofindustrie (Berlin, 1975), p 156 

A Brusatn, ‘Die wirtschaftliche Entwicklung’ (Economic Development), Vol 1 of Die 

Habsburgmonarchie 1848—1918 (Vienna, 1973), p 230 

For example, only half of the Austnan cotton industry had direct access to ralways in 1910 

Brusatti, Wirtschaftliche Entwicklung, p 229 The mirror-image of Hungary 1s provided by L 
Direct Foreign Investment: Some Theoretical and Practical Issues, NBH Workshop 

Studies (1), Magyar Nemzet Bank (National Bank of Hungary), Budapest, p 35: ‘The 

importance of foreign investments 1s well indicated by the fact that between 1873 and 1900 

the ratio of investments financed out of domestic sources and by foreigners was 55.45 in the 

Hungarian economy .. In Hungary’s case the ratio of external financing was the highest in 

the period between 1867 and 1873, Бш in the period between 1900 and 1913, the share of 

direct foreign investments within new investments declined substantially and only about 

259b of all investments were financed by external resources ' Although the foreign capital by 

far did not entirely onginate ш Austria, the relative decline of FDI in Hungary after the turn 

of the century perallels Mathis’ conclusions about the limited importance of Austrian FDI 

Mathis, Big Business 1], p 98 

Based on ibid , Tables 3 and 4 

Based on company material 

Based on an interview with Schrack's Director Sven U Stengl by this author 1n 1988, and on 

company records 

Based on an interview by this author in 1988 

Schroter, ‘Mentality’, pp 218ff 

Based on firm information 

There is also a fourth group of Austnan MNEs, which 15 of less interest here, namely 

Austnan firms which are founded after WWII and engaged in FDI See Bellak ег ai, 

Internationalisierungsstrategien, for details 

Schroter, Aufstieg. 

1 owe this insight to Professor Mathis 

Jones, Evolution, pp 100-102 

Schroter, Aufstieg, pp 222, 331, 336 

Ibid , p.55 The industrial distribution ‘was mainly stable until the 1960s with the exception 
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of the textile industry’ 


. Ibid., p.263 discusses the case of Sweden. 


Jones, Evolution, p.18; A D. Chandler, Jr., ‘Technological and Organizational Underpinnings 
of Modem Industrial Mulunational Enterprise. The Dynamics of Competitive Advantage’, 1n 
A. Teichova, M Lévy-Leboyer and H Nussbaum (eds), Multinational Enterprise іл 
Historical Perspective (Cambndge, 1986), pp 31—54 

Schroter, Aufstieg, pp 220-21 


. Ibid, sec also idem, 'Mentality', and Jones, Evolution, p.39. 
. Н. Matus, ‘Disintegration’, and Butschek, Osterreichische Wirtschaft. 
‚ K W. Rothschild, ‘Size and Viability: The Lesson of Austria’, in Е А.С Robinson (ей), 


Economic Consequences of the Size of Nations (London, 1963), pp 168-81. 


. Matis, ‘Disintegration’, p 74 reports ‘that there was the widespread feeling of having been 


deprived of the most valuable resources’. Butschek, Osterreichische Wirtschaft, writes that 
the eagerness of firms to invent new products and the willingness to compete for new 
markets was rather limited 

Matis, ‘Disintegration’, mentions that the index of industria] production rose by 146 per cent 
in 1920—29 and that the ‘Alpine Republic's industrial upswing quite easily kept pace with the 
development in Czechoslovakia’ (p.78). Yet, the economic crisis of 1929 hit Austria hard and 
it was ‘not until 1950 [that] tbe industrial sector regained the significant place 1n the creation 
of the national product that it occupied in 1913’. A Mosser and A Teachova, ‘Investment 
Behaviour of Industnal Joint-Stock Companies and Industral Shareholding by the 
Osterreichische Credit-Anstalt: Inducement or Obstacle to Renewal and Change of Industry 
in Interwar Austna’, in H James, Н. Lindgren and A. Teichova (eds.), The Role of Banks in 
the Interwar Economy (Cambndge, 1991), p.123. 

F Butschek, ‘The Rebirth of the Austrian Economy after WWII - The Case of 
Discontinuity', in J Komlos (өй), Economic Development in the Habsburg Monarchy and 
ім the Successor States, East European Monographs, No CCLXXX (New York, 1990), 
p 286 


. This is shown both by the high per capita income and by the fact that industry accounted for 


37 8 per cent of national income and employed 35 6 per cent of the labour force 


Butschek, Osterreichische Wirtschaft. 
Mats, ‘Disintegration’, p 78. 


. Mosser and Teichova, ‘Investment Behaviour’, p 134. 
. ‘Prom the standpoint of trade policy, the main difference between the Austria's [sic] of 1913 


and after 1918 was that the latter no longer formed part of an economically autarkic, almost 
completely self-sufficient, territory The abrupt switch for Austrian industry from 

a protected inland market to entering into the compehtion—ndden field of external trade 
constituted the main problem’ (Matis, ‘Disintegration’, p 82) 


. See Н. Kernbauer and F. Weber, ‘Multmatonal Banking in the Danube Basin: The Business 


Strategy of the Viennese banks after tbe Collapse of the Habsburg Monarchy’, in Teichova 
et aL (eds.), Multinanonal Enterprise for a similar argument for banks, which adopted a 
simular strategy to keep their pre-war branches. See also A. Mosser, ‘Pinancing Industrial 
es in Interwar Austria" Working Capital and Liquidity’, in A. Teichova, T Gourvish 
and A. Pogány (eds), Universal Banking in the Twentieth Century (Bodmin, 1994), 
pp.208-14. 
With regard to banks, Kernbaner and Weber, ‘Multinational Banking’, conclude that the 
number of branches of the ten largest Viennese banks situated outside of the Austrian 
republic was reduced from 143 in 1918 to nine in 1923" (p.187) This resulted in the loss of 
the banks’ influence on manufacturing industry abroad Matis (‘Disintegration’, pp 86 and 
92) points to the close relationship between banking and Industry, also quoting A Teichova 
See below for the success of the manufacturing sector. 
Based on Mathis, Big Business, Tables 3 and 4 The number of production subsidiaries is 


Schroter, ‘Mentality’, p.12 


Matis, ‘Disintegration’, pp.74, 80-81 

The sample contains only firms that existed before November 1918, which both had their 
head offices on the territory of the future Austrian Republic and capital participations ın the 
successor states. Matis, ‘Disintegration’, p 82, mentions the restricted size of the sample, but 
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maintains that ‘the range of 50 enterprises should provide enough evidence of any general 
trend’ Examples of firms surveyed include the Silesia Bergbau AG, the Bleiberger 
Bergwerks Union, Jungbunzlauer, Elin AG, Felten and Guilleaume, Holzhandels AG and 
Voslaver Kammgarnfabnk The question raised above 1s subject to further research at tbe 
level of individual firms. 

Matis “Disintcgraton’, p 85, stresses the limitations of this analysis ‘Of course, an approach 
to the problem of capital connections between the private economes of Austna and the 
successor states like the one above can only produce superficial results The statement that 
70 per cent of the companies, having turned into “mult-nationals” after the breakup of 1918 
in an undefined way, were still under the influence of Vienna, 1s of no significant value It 
can for the moment only be viewed as a general hypothesis, which requires verification 
through further detailed research’ See also F Weber and K Haas, ‘Deutsches Kapital in 
Osterreich Zur Frage der deutschen Direktinvesutonen in der Zeit vom Ende des Ersten 
Weltkneges bis zur Weltwirtschaftsknse', in Jahrbuch fur Zeitgeschichte (1979), 
pp 169-235 

Calculated from Mathis, ‘Foreign Investment’, pp 94 and 97 

After the Anschluss, the Reichswerke ‘Hermann Gonng’, assisted by the Dresdner and 
Deutsche banks, bought up the major Austrian business on its behalf, gradually acquinng 
ownership of the major iron, steel and machinery sectors, including Steyr-Daimler Puch and 
the Alpine Montangesellschaft IG Farben acquired ownership from the Rothschilds of the 
Skoda Werke, Dynamit took over two Austrian chemical works (Carbidwerke Deutsch- 
Matrei and Osterreichische Dynamit Nobel AG in 1938, Krupp increased its participation in 
Bemdorfer Metallwarenfabnk, and the Stahlverein in Bohler AG See RJ Overy, 'German 
Multinanonals and the Nazi State in Occupied Europe’, in A Teichova et al. (eds ), 
Historical Perspective, pp 301-3 

"The German state also enjoyed the advantage that significant shareholdings had been sold 
by pnvate owners to the Austrian and Czech States in anticipation of German expansion, 
which were simply bought up on very favourable terms by the German state when Austria 
and Czechoslovakia ceased to exist as souvereign units’ (Overy, ‘Nazi State’, p 304) See 
also F Mathis, ‘Deutsches Kapital in Osterreich vor 1938’, 1n T Albnch, К Suterer and R 
Steiniger (eds ), Tirol und der Anschluss, Innsbrucker Forschungen zur Zeitgeschichte, No 3 
(Innsbruck, 1988), pp 435—51, for an excellent discussion 

R Bardy, ‘Die osterreichische Wirtschaft wahrend des Zweiten Weltknegs (Ein Uberblick)’, 
Osterreich in Geschichte und Literatur, Vol 10 No 5 (1966), pp 530-38 

Butschek, Osterreichische Wirtschaft, p 72 

U Olsson, ‘Securing the Markets Swedish Multmanonals in a Historical Perspective’, in 
Jones and Schroter (eds ), Rise of Multinationals, emphasises that ‘certainly the confiscation 
of foreign assets during the wars has been an important factor for the German industry as 
well as for the Bntsh Swiss and Swedish mnes, based in neutral countries, have normally 
been spared from such experiences’ (p 105) 

Butschek, Osterreichtsche Wirtschaft, p 72 

I refer to the Russian-owned USIA concern which consisted of 300 manufactunng firms, had 
55,000 employees and produced an output worth about five per cent of GNP Unhke the 
property of the other Allies, the USLA concern must thus be viewed as an inward FDI While 
tbe focmer had a favourable effect for the Austrian economy, tbe latter did not Negative 
effects for Austria resulted from a loss of taxes, decrease of domestic supply since output was 
exported, profit transfer abroad and so on and created a climate of uncertainty for private 
domestic investors 

Mathis, Big Business, p 250 

Bellak, 'Entwicklungen', and C Bellak, ‘Foreign Direct Investment From Small States and 
Integration — Micro- and Масгоесопопис Evidence from Austna', in S Hirsch and T Almor 
(eds ), Outsider's Response to the Unification of the European Community (Copenhagen, 
1995), pp 57—98 

F Breuss, Osterreichs Aussenwirtschaft (Vienna, 1982), p 380 

Butschek, Osterreichische Wirtschaft, p 180 

Many guest workers mainly from the former Yugoslavia and Turkey were attracted and they 
reached nine per cent of the workforce at its peak in 1973 (Butschek, Osterreichische 
Wirtschaft, p 150) 

The average annual growth of the RULC 1980-90 was only 0.9 per cent in Austria (EC 1.5 
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per cent, Germany 1 6 per cent, Japan 3.7 per cent). The productivity gap, which was 32 
points compered to Germany in 1970 was finally closed in 1991. 


percentage 
. While in 1961 only 1.3 per cent of Austrian exports (1991: 6 8 per cent) but 5.2 per cent of 


Austrian umports (1991 12 per cent) were charactensed as high-technology-intensive, the 
respective figures for the OECD ш 1961 for exports are 8 3 per cent (1991 15.9 per cent) 
and for imports 5 6 per cent (1991: 14 4 per cent). Conclusions like the following are typical 
for the characterisation of Austnan companies. ‘Supenor performance by Austrian 
companies оп a broad and world-wide scale cannot be detected. Big multinationals have 
never been built up, which means that the presence of Austman firms on the world market is 
restricted to small segments Also, the extent of international leadership based upon know- 
bow, design or a parti is extremely lumrted with regard to Austrian companies’ 
W Clement, 'Economic ment in Austria’ А Review’, in Economic Performance in 
Two Small European Economies. Ireland and Austria Compared, Proceedings of the Third 
Irish Symposium in Austrian Studies held in Trinity College (Dublin, 1988), p.146. 
Clement, ‘Economic Development’, p.129 , 

Butschek, Osterreichische Wirtschaft, p.173 

Maths, Big Business, p.250. The idea, which had great appeal for industnal policy makers, 
was to join firms in sectors such as pulp and peper and ski equipment where Austrian 
manufactunng firms were important competitors (that ıs, firms with a long history and a 
technological advantage) m order to generate the size and investment volume necessary to 
compete on world markets and to secure Austrian ownership. Due to heavy competition 
among the firms themselves, tius idea was never realised in practice, but ratber the firms 
were mostly sold to foreign companies or went bankrupt (for example Atomic, Blizzard, 
Leykam, Steyrmuhl) 

Butschek, Osterretchische Wirtschaft, p.175 

The company employed 12,000 people abroad (1990, 1991: 16,000) and had production 
units in more than 23 countries and sales subsidianes in more than 40 countries 

Based on Mathis, Big Business, Tables 3 and 4. 

Mathis, Big Business, p 186. See also Schroter, ‘Mentality’. The lower absolute number must 
be qualified since the sample of the largest firms changed between 1937 and 1979 as well as 
the nature of FDI. The reduction by number must not necessarily be correlated with a lower 
importance of internanonalisation via FDI, although most firms concentrated on the 
domestic markets immediately after the war Subsequently, more and more smaller firms 
started to export and mvest abroad Purther research on this question 1s required 

C Bellak, ‘Outsiders’ Response to EC '92', Multinational Business Review (Fall 1994), 
pp 40-43, and idem, ‘Small States’ 


. Bellak, “Outsiders’, p.40 


W. Bach and P Neudorfer, ‘5 Jahre “Ost-Offnung” — Osterreichische Unternehmensbeteili- 
gungen in Osteuropa’, Informationen uber Multinationale Konzerne, Sondernummer 
(Vienna, 1995). 

Jones and Schróter (eds ), Rise of Multinationals, p 17. Schroter, ‘German Multnanonals’, 
p 28, remarks that Germany ‘twice lost all its fdi' but also that there are ‘remarkable 
similarities over а long period’ and with regard to Switzerland, ‘Swiss fdi and Swiss mnes 
are characterised by three striking features’ continuity, scale and scope All three are 
developed to an extreme extent’ (ibid , p 61). With regard to Dutch MNEs, B PA. Gales and 
K E. Sluyterman, ‘Outward Bound. The Rise of Dutch Mulünationals', in Jones and Schroter 
(eds ), Rise of Multinationals, p 77, mention that production units had to be closed down or 
were given up in the сапу 1930s and ‘the unmistakable signs of an approaching war 
compelled the mulunationals to take preparatory measures to ensure the continuation of their 
business occupation’, a strategy which was not feasible for Austnan MNEs after the 
Anschluss See also the contributions on other small countries in the volume by Jones and 
Schroter (eds ), Rise of Multinationals. 

Jones and Schroter (eds.), Rise of Multinationals, p 18 

This 1s still subyect to further research, expecially the trade-off between domestic job-creahon 
as part of a social policy and the reluctance to invest abroad (apart from the questionable 
logic of this argument) 
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Just after the end of World War П, efforts were made to transfer American 
management and organisational models and techniques to west European 
countries. Some of these efforts took place within the framework of the 
organised productivity movement, which was an important part of a broader 
process of Americanisation. On the national level, productivity centres were 
established, and these centres were key institutions in the process of 
diffusing American management and organisational models and techniques. 
Research on this issue so far has focused mainly on the relationship between 
two levels involved in the diffusion process. These two levels were, on the 
one hand, the producers of knowledge in the United States and the 
institutions established to transmit the knowledge to other countries, and on 
the other hand the receiving nations, including national productivity centres, 
and the institutional, cultural and political circumstances that influenced the 
adoption of American organisational and management models and 
techniques on national level.’ 

However, the diffusion process also involved a third level, and that was 
the meso- and micro-level where the actual implementation of the new 
models and techniques of management and organisation took place. This 
level, which included single firms, specific industries,’ regional productivity 
centres, and educational institutions, was important for several reasons. 
First, it was on this level that the new ideas were confronted with real 
business, and real life may have been different from what were defined as 
the main problems and challenges not only by the producers of knowledge, 
but also by national intermediaries in the receiving countries. Second, most 
of the American ideas were transferred through national institutions such as 
the productivity centres. In this process the transferred knowledge was 
moulded with national ideas and traditions, and partly transformed into a 
new language. Therefore, what was presented to members of organisations 
on meso- and micro-level was very often not the original message, but a 
message that had already been interpreted within a national context. Third, 
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members of organisations also received knowledge on management and 
Organisation from an expanding number of private and public consultancies 
that were not directly linked to the main chain of the diffusion process from 
the United States. Fourth, some organisations, like for example many 
business schools, consultancy firms and large manufacturing firms, 
received knowledge on management directly from the United States, and 
not only through the national productivity centres and other national 
institutions. This situation makes studies on the influence of American 
models and techniques of management and organisation a very complex 
issue. However, it is only by addressing such complexities that our 
understanding of the impact of Americanisation on European business after 
1945 can be deepened. 

The aim of this article is to contribute to such studies. It discusses the 
diffusion of American models and techniques of management and 
Organisations through the Norwegian Productivity Institute (NPI), which 
was the key institution in Norway for such transfers from its establishment 
in 1953 into the 1960s. The NPI was partly financed by funds from the 
Norwegian government, and partly by American sources. The NPI 
Organised two major programmes set up by the Americans. First, it 
Organised the financing of projects supported by the Technical Assistance 
Program, established in 1948. At the time the NPI was founded, this 
programme was already functioning, financing, among other things, visits 
by business managers to study American industry, a practice also 
established in other European countries. Second, the NPI also organised 
projects supported by the European Productivity Agency (EPA), set up by 
the OEEC in 1953. From 1954 to 1960, almost half of the projects 
undertaken by the NPI were joint projects with EPA. All in all, the NPI 
supported a wide range of different projects related especially to 
productivity efforts, management education, accounting and marketing.‘ 

The article includes a case study of the productivity work in one of 
Norway's 20 counties, Møre and Romsdal. This research on the adoption of 
American ideas on a regional level confirms the impression of great 
variations between receiving nations and regions. It also contributes to a 
critical analysis of what was the core of ‘the American model’. In particular, 
it will be suggested that the view that Americanisation can be equated with 
the diffusion of the idea of mass production needs to be re-examined.’ 


П 


One tradition within the research оп the diffusion of American management 
and organisational models and techniques has emphasised the active role of 
the Amencan transmitter of management ideas. William Byrt, for example, 
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in his comparative study of the development of management education, 
characterises the process of transferring the American model to Australia as 
‘educational imperialism’, implying that the American system of 
management education was imposed upon other countries. The concept of 
imperialism implies that the producer and transmitter of knowledge had a 
specially active function in the diffusion process. According to this 
tradition, the success of the attempts at Americanisation depended on a 
combination of the strength of the American efforts and structural and 
institutional circumstances that allowed the ideas to be adopted in the 
receiving countries.' 

Another tradition has emerged from studies of institutional, political and 
structural circumstances in the receiving countries. These circumstances 
were not only important as to whether the new message was transmitted or 
not, or to what extent ıt was transmitted. More than being passive receivers, 
the receiving countries took part actively in the diffusion process 
themselves by searching for new knowledge, and institutions on the national 
level contributed to transform the message by selecting what should be 
transferred, and what should not. This view implies, as Mauro Guillén has 
shown, that we should no longer speak about one homogeneous American 
model of management and organisation, but rather several paradigms of 
management thought and practices.' He characterises these three models as 
the scientific management paradigm, the human resource paradigm, and the 
structural analysis paradigm. Guillén's main thesis is that the adoption of 
management models did not necessarily follow from their scientific 
credibility, and was not solely determined by economic and technological 
factors. Instead he stresses the importance of institutional circumstances 1n 
the receiving countnes. Since these institutional circumstances varied 
between different countries, nations selected different models, and adopted 
each model differently. In this way the nation state is considered as the 
structured setting in which a variety of institutional and economic and 
technological factors affected the adoption of management and 
organisational models. Studies of Norway have confirmed the important 
role of national institutions as a screening mechanism, and shown that 
outcome of the process was a combination of what Norway was offered 
from the United States and what the Norwegians themselves wanted.’ 
National institutions contributed to reshape the message from the United 
States, and moulded it with management and organisational ideas rooted 1n 
national traditions and the country's specific political, cultural, and 
economic context." : 

Studies focusing on the adoption of American management models and 
techniques do not only show what came out of the diffusion process in 
different countries. They also reveal a glimpse of heterogeneity within 
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American management models and techniques. No doubt, ideas and 
techniques typical for both scientific management and human relations were 
diffused to Europe ın this period. The promotion o: mass production as the 
dominant form of industrial organisation is, however, used as an overall 
concept that includes different directions within American management 
ideas after the war, and the concept has frequently been used to characterise 
the core of Amencanisation." The question we ask is whether the diffusion 
of American management and organisation ideas and techniques to Europe 
after the war also included ideas that could best be interpreted as an attempt 
at promoting an alternative to mass production, namely flexible 
specialisation. We will do this by studying how the American message, with 
its focus on models of industrial organisation, was adopted in one 
Norwegian region — Møre and Romsdal — a region that was not 
characterised by big business, but by small-scale firms, and not by mass 
production, but, according to a recent study, by flexible specialisation.” 


III 


The dominant form of industrial organisation in post-war Norway was 
different from the United States. Even though small firms played a major 
role in American economy," the United States was characterised by a strong 
dominance of large companies," especially compared to Norway. In 
Norway small firms not only dominated, but had also contributed heavily to 
a strong growth of the manufacturing industry in the 1930s and 1940s. 
Between 1930 and 1950 the share of manufacturing in total employment 
increased from 27.5 per cent to 36 per cent." Most of the growth occurred 
in small companies. While 27.2 per cent of all employees in manufacturing 
industry worked in small companies with less than 50 employees in 1930, 
41.9 per cent worked in small companies in 1948." The dominance of small 
companies can also be illustrated by the fact that only 14 companies had 
more than 1,000 employees in 1936. The largest Norwegian company, 
Borregaard, had 8,700 employees. The second largest, O. Mustad & Sgnn, 
had no more than 3,330 employees." 

The differences in industrial organisation between the United States and 
Norway were observed by Norwegians who visited the United States. For 
example, a productivity team visiting the United States in 1953 to study 
sub-contracting observed two striking differences between the two 
countries. First, in Norway 63 per cent of all industrial companies had less 
than 20 employees, while in the United States the figure was only 25 per 
cent. Second, ın Norway companies with more than 500 employees (0.7 per 
cent of all companies) contrbuted 17.5 per cent of total industrial 
production, while in the United States this group (three per cent) contributed 
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60 per cent. However, despite these differences, the total] number of 
companies with less than 100 employees was the same (90 per cent in the 
United States and 93 per cent in Norway). According to the team, Norway 
had therefore a lot to learn from small American companies." 

After the war, the Norwegian Labour government launched an industrial 
policy to encourage the growth of large companies, and the state itself took 
part actively in this process by establishing state-owned companies within 
heavy industries such as steel and aluminium. However, despite some 
success, the Norwegian economy remained dominated by small companies. 
Certainly the number of companies with more than 1,000 employees 
increased, from 14 in 1936 to 48 іп 1968.? But as late as 1968 the three 
largest companies, Akers Mek. Verksted (shipyards), Borregaard (pulp and 
paper) and Norsk Hydro (chemicals) had only around 8,000 employees 
each. Eleven joint-stock companies had more than 3,000 employees.” The 
percentage of employees working in manufacturing companies with less 
than 50 employees fell, but only from 41.9 in 1948 to 38.4 in 1963.” 

The dominance of small companies was especially strong in Mgre and 
Romsdal. This county is situated on the west coast of Norway. In 1950 it 
had around 180,000 inhabitants, or six per cent of Norway's total 
population. Most of the population lived in rural areas, with less than 40,000 
living in the county's three towns. Despite this, the county had an important 
manufacturing sector. Except for Sunndal Verk, established in 1953 as a unit 
of the state-owned aluminium company Ardal og Sunndal Verk, with 
around 1,000 employees in 1960,” the county was totally dominated by 
small companies engaged mainly in shipbuilding, textiles and furniture. In 
1968, the largest enterprise apart from Sunndal Verk was Brødrene 
Aarsether, a fishing company, with 475 employees.” 

However, despite this lack of large companies, the small-scale industry 
in the region contributed heavily to the growth and transformation of the 
whole Norwegian economy from the 1930s. This transformation could be 
interpreted within the framework of the flexible specialisation concept as 
defined by Piore and Sabel.™ Firstly, the industrial growth in this and other 
small-scale business districts in the 1930s came as a reaction to economic 
crisis in what was in Norway most similar to a typical mass-production form 
of industrial organisation, namely industries dominated by some relatively 
large companies producing for the export market. Secondly, the successful 
small enterprises in the district were innovative. In the 1930s the furniture 
industry discovered the potential of a rapidly growing national consumer 
market, and developed new methods for producing furniture cheaply. From 
the inter-war years to the 1990s the shipbuilding industry in the district 
continuously developed several basic innovations in equipment for anchor 
handling, hydraulic cranes, steering machinery and pitched propellers. 
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Third, the production was flexible. On a company level, the success of the 
furniture industry in the 1930s was based on a flexible use of relatively 
cheap equipment, including a new small electrical motor as the heart of the 
technological system. This motor made it easier to produce furniture for the 
consumer market in very small assembly lines, and to switch to new 
products and new designs as the market changed. As to the relationship 
between companies, the district was characterised by several types of 
vertical networks between independent companies. As an alternative to 
ownership concentration and mergers, the industry from the 1930s 
developed several organisations on the meso-level, such as laboratories, 
marketing organisations and export organisations that served several 
independent companies. Fourth, craft forms of production had a strong 
position within the district. The industry’s competence was built on two 
main pillars. These were a supply of skilled labour, and an extensive use of 
technical and organisational knowledge from a network of educational 
institutions, semi-public consultancies and service organisations, partly 
within the region and partly on the national level.” 

These patterns make the county of Mgre and Romsdal a suitable arena 
for studying how American ideas on management encountered an economy 
characterised by flexible specialisation. If the idea of mass production was 
the core of Americanisation, ıt could be supposed that the productivity work 
— at least that the part of the productivity work which was supported by the 
Americans — would have met resistance in this county. The industrial 
structure might have hampered a successful transfer of knowledge. Since 
the post-war Norwegian Labour government was positive towards 
developing large-scale companies, it could also be supposed that American 
ideas on management would have met more sympathy on the national rather 
than the regional level. These issues should be seen in the light of the fact 
that Norwegian delegates in bodies like the European Productivity Agency 
(EPA) were among the most positive supporters of the American policy on 
productivity.” 

Before examining the productivity work in Mgre and Romsdal, the next 
section will continue the discussion on mass production as the core of 
Americanisation based on the productivity work at the national level in 
Norway seen from three angles — the government, the Americans, and NPI 
and a co-operative semi-state consultancy organisation, Statens 
Teknologiske Institutt (STI). 


IV 


After the war the Norwegian government actively supported the growth of 
some large companies, especially within the heavy industrial sector in order 
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to increase production for the international market. The belief in big 
business as an engine of industrial growth had developed from the 1930s, 
when technocratic ideas began to influence both industrial circles and the 
Labour Party.” Parts of the new heavy industrial companies from the late 
1940s received financial support under Marshall Aid. Just after the war, the 
political support and belief in new large state-owned companies, as well as 
existing large companies established around 1900, provided the main 
Norwegian expression of the idea of mass production as the most efficient 
form of industrial organisation. From the mid-1960s this tendency was 
strengthened when government and industrial associations began jointly to 
promote and support the growth of big business at the expense of small 
companies through mergers and acquisitions.” 

However, between 1945 and the mid-19605 this political support for big 
business was accompanied by another tendency, which can be described as 
an attempt at developing new organisational forms among small-scale 
firms. This duality in industrial policy was reflected 1n the government's 
first White Paper on productivity following the establishment of the 
Norwegian Productivity Institute (NPI in 1953. On the one hand, this 
document principally supported the idea that large-scale companies were 
better suited to take advantage of modern technology than small-scale 
companies. The average size of the Norwegian firms should, therefore, be 
increased, the government concluded, On the other band, the government 
recognised that there would be hardly any real changes over the following 
few years. Radical changes would only be possible over a long time because 
of the strength of established traditions, as well as resistance from owners 
and from different regional interest groups. Based on this analysis, the 
government's policy recommendation on the productivity question was not 
to focus primarily on the growth of big husiness, but to make the best out of 
an industrial structure dominated by small-scale companies. According to 
the government, developing horizontal networks and co-operation between 
companies could compensate for the lack of large-scale companies. This co- 
operation was envisaged as including marketing, purchase, technical 
construction, research and standardisation.” 

The gavernment’s encouragement of specialisation between firms 
within such networks could be interpreted as an attempt at translating the 
idea of mass production to a context which was different from the American 
economy. The White Paper did not include any critics of the existing 
flexibility in certain Norwegian districts, and the proposals on networking 
can be interpreted within the framework of flexible specialisation. 
Furthermore, the White Paper explicitly recommended the establishment of 
networks between independent firms based on voluntary membership. 
Another expression of this interest in developing co-operative organisations 
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serving independent small firms was the establishment in 1963 of a public 
foundation (Omstillingsfondet for hjemmeindustrien) to increase exports 
from small firms. Financial support was only given to co-operative 
organisations representing several firms, and not to any single firm * 

What, then, was the American reaction to the dominant forms of 
industrial organisation in Norway? This question 1s difficult to answer, since 
most of the productivity projects were developed by Americans and 
Europeans together. Therefore, it 1s hard to isolate any specific 'American 
view'. The 'American view' included not only formal projects and 
programmes offered by institutions such as the Technical Assistance 
Programme (TÀ) and the European Productivity Agency (EPA). It also 
included statements and reports from individual American advisers who 
visited Europe, and advice that Europeans received when visiting the United 
States. Without having any ambitions to make a comprehensive statement 
of all aspects of 'the American view', it is certainly possible to cite several 
examples of how the Americans tried to promote mass production as an 
ideal and to encourage the growth of big business. One typical example in 
the early 1950s was provided by the efforts of American consultants 
supported by the Technical Assistance Programme to merge four textile 
plants near Oslo ‘into one effective organization’.” 

However, there were also a surprisingly large number of examples that 
show a real interest in developing productivity work within the existing 
organisational frameworks. E. Dunlap Smith, the Dean at Carnegie Institute 
of Technology, Pittsburgh, wrote a report in 1953 on the relationship between 
higher education and business in Norway for the NPI, several business 
associations, the Ministry of Education and the Ministry of Industry." In this 
report, Dunlap Smith underlined the fact that Norway had more small firms 
than most other countries. If productivity was to be increased in Norway, he 
argued, Norway should not attempt to copy methods that were used in the 
United States to increase productivity. Rather, Norway needed to develop 
unique policies and techniques on productivity issues. Especially, he noticed, 
young graduates from Norway's only business school and the only technical 
university reached top management positions after only a few years. The 
reason for this was not only a scarcity of graduates, but also the fact that 
since most firms were small, the managerial hierarchies of the firms were 
also small. Thus, being employed by a company as an engineer or a business 
school graduate consequently meant a position close to — or at — the top 
Based on this observation, Dunlap Smith strongly criticised the business 
school and the technical university for copying foreign (that is, American) 
models of education Instead of copying, the educational institutions needed 
to develop their own programmes reflecting the fact that many Norwegian 
students were likely to occupy top management positions within few years. 
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The duality between the promotion of a big business ideal and the 
careful development of new forms of organisations between small firms was 
also reflected in the national productivity centre. NPI was established in 
1953 according to an agreement between the Norwegian government and 
the United States Foreign Operations Administration. Despite some 
disagreements between American bodies and the Norwegian government on 
issues such as the relationship between the state and free enterprise, they 
had one goal in common, namely: ‘the greatest possible effectivisation and 
rationalisation of means of production through close collaboration between 
the unions, industry, and the government'." On the one hand, NPI was 
concerned with the lack of large units within the industry. According to the 
Annual Report for 1955, one of the explanations for lower productivity in 
Norway than in the United States was an industrial structure with too many 
small firms. This structure hampered a more efficient use of equipment, as 
well as standardisation and specialisation in general.” On the other hand, 
NPI when summarising its first ten years, noticed that the institute had made 
substantial efforts to develop co-operation among small firms within 
accounting, marketing and training. The institute’s work to encourage the 
growth of a national consultancy industry was also seen in the light of 
developing co-operation among independent small firms. Another initiative 
was to establish local productivity branches in districts dominated by small 
firms. In 1963 NPI had developed 13 branches, of which three were in Møre 
and Romsdal.” 

On the national level, NPI co-operated closely with a semi-state 
consultant organisation, the STI, established in 1917. The STI possessed 
intimate and extensive knowledge about most subjects concerning the 
technological, organisational and managerial aspects of especially small and 
medium-sized enterprises (SMEs). An example is the role of Hans Hauge, 
a consultant who later became the director of the STI. During the 1950s and 
1960s he frequently worked on NPI projects in addition to STI projects, and 
he managed or assisted in establishing more than 70 co-operative projects 
on accounting between firms at the beginning of the 1960s. In 1963, Hauge 
made a journey to the United States to study American policy towards the 
SME sector. What he learned there was that this policy was in some respects 
more advanced than in Norway. In the United States there was a vast 
number of smaller enterprises. While the average size of manufacturing 
firms in Norway was 6.2 employees, it was not more than 9.2 in the United 
States. According to figures given by the Small Business Association (SBA) 
in Washington DC, production by small and middle-sized firms amounted 
to 50 per cent of the total production in the United States. The SBA was 
established by law in 1953, and answered directly to the President. Its 
functions included the use of public funds for loans to smaller businesses, 
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and the provision of management courses for these businesses in co- 
operation with different universities. Meeting several American business 
experts, Hauge got the impression that the importance of the SME sector 
was emphasised both socially and economically." These impressions were 
passed on to the SMEs in Norway, not the least in the regions. The exact 
influence of Hauge's work on the STI or the NPI can never be measured, 
but he certainly became a central person in developing the STI's and the 
NPI’s educational policy, and in efforts to create programmes in 
management training for managers of SMEs. In 1972, as the director of the 
STIL, he became the chairman of a committee appointed by the NPI to make 
a report on management education for managers of small firms.” 


V 


On the regional level, local businesses received information about 
management and productivity matters through different channels, of which 
the NPI was the most important in Mgre and Romsdal. The chain that linked 
the diffusion process from the United States to the micro-level in that 
county certainly included American advisers visiting local organisations 
and companies. During the 1950s, a number of American consultants 
visited Mgre and Romsdal. One of them was Walter H. Channing, who in 
1958 held a number of courses in rationalisation techniques and sales 
psychology, and even acted as a consultant for some of the local trading 
firms. Channing was executive director of the American Association of 
Retailers. In 1955 five American experts visited 15 different companies in 
the region, and they were all enthusiastically welcomed by local managers." 
However, compared to the activity by the NPI and its employees, the visits 
by the American experts were really only episodic. Most of the knowledge 
on management and organisational issues had been interpreted by an 
institution on the national level before transmission to the region. 

The NPI developed into an important organisation in Mgre and 
Romsdal. During the 1950s, three different local branches were set up, each 
located in one of the region's three small towns. In 1959, one of the local 
branches enjoyed the membership of 15 different organisations, 
representing almost all manufacturing industry, craft-related industry and 
wholesales trade in the sub-region. 'Our branch has a considerable potential 
influence’, it was claimed.” The NPI's archives furthermore reveal the same 
pattern in the rest of the region, although the extension and intensity of the 
work of the local branches varied." АП in all, the sources leave no doubt 
that the NPI was supported with enthusiasm by a variety of firms and 
business groups with various regional interests. The support for the NPI 
shows how regional business groups saw it as an opportunity for the 
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furtherance of these interests. Subsequently, the learning from the United 
States was not, or could hardly have been, imposed on businesses and 
organisations by the NPI hierarchy. They were interpreted and adopted to 
local systemic contexts." 

An important feature of the NPI's mission in the county of Mgre and 
Romsdal in the 1950s and 1960s was its many-faceted approach to regional 
and industrial development. The work of NPI employees locally as well as 
at central level undoubtedly comprised several typical elements of a 
philosophy emphasising economies of scale. In the regional context, 
however, parts of the conceptual framework underpinning the advantages of 
mass production were added new meaning when adopted in a new context. 
For example, the concepts of vertical integration or specialisation merged 
with a modified concept of horizontal specialisation into a concept meaning 
vertical and horizontal co-operation. Many NPI programmes were launched 
in accordance with specific needs, problems or potentials of small 
businesses in the region. In recognition of the fact that small-scale 
enterprises were working in industries where the attainment of economies 
of scale on their own was hardly possible, and thus that there were powerful 
incentives to co-operate in order to overcome the problem of smallness, a 
network-promoting strategy was implemented. As mayor changes in 
ownership structures in the small-business sector were neither wanted nor 
expected to be achieved by the NPI, the preferred way to stimulate growth 
was to get networks working. 

The expectations towards the NPI demonstrate its strength locally. In 
1958, however, the local branches of the NPI were challenged by a business 
group with links to pre-existing co-operative networks operating in different 
parts of Norway. Since the inter-war years the Smdindustrikontorene (STI, 
regional organisations for the promotion of small firms) and an increasing 
number of entrepreneurs had co-operated in reducing the transaction costs 
for these entrepreneurs, hence reducing barriers many of them could not have 
Overcome in order to establish their businesses. In 1958 the 
Smdindustrikontoret in the sub-region Sunnmøre in Møre and Romsdal, 
having been denied membership of the NPI, made efforts to set up an 
alternative network to the NPI. The attempt was not successful because the 
NPI already represented nearly all local industry. Furthermore, the local 
branch of the STI supported the NPI.“ Thus, the success of the NPI depended 
largely on close co-operation with the STI By developing this relationship 
the local branch of the NPI achieved support from almost all manufacturing 
firms in the region. The tight relauonship evolving between the NPI and the 
STI also shows that the NPI did not emerge as an organisation building on 
ideas that were incompatible to the region's business structure and culture." 
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VI 


As small businesses lacked both R&D capacity and managerial resources, 
the NPI launched a policy creating substitutes for such institutions. First, 
due to initiatives and financial aid from the NPI and the STI, a scientific 
laboratory, called an 'industrial laboratory', was set up in the town Alesund 
in one of the sub-regions of the county in 1962—63.* This venture had high 
priority inside the NPI and the local branches from 1954, but several 
sources reveal that it was not an easy achievement." 

The main purpose of the laboratory was to serve local industries, and a 
number of functions were attached to it. It was intended to become one of 
the cornerstones in the formation of an association for promoting 
automation within industries. Furthermore, some major rationalisatión 
projects were connected to this laboratory. In order to encourage 
rationalisation, the NPI set up some model enterprises." One of them was a 
comprehensive project at a leading producer of salted and dried cod fish in 
Alesund. The laboratory was also essential in the NPI's efforts to implement 
a system of sub-contracting in the region. One important target group was 
the mechanical industry, with its close interdependent relation to one of the 
region's most important sectors, the fish industry. In 1957 the NPI even set 
up a committee which thoroughly examined the whole mechanical industry 
in the county ın order to introduce the sub-contracting system. In following 
up the report of the committee, by 1959 over 160 mechanical enterprises 
had taken part in a programme designed to increase sub-contracting." A 
growing number of consultants furthered this process in the region.” 

To exploit the benefits of rationalisation efforts, sub-contracting, the 
industrial laboratory and automation fully, the necessity of a corresponding 
scientific approach to management was advocated. In this respect the NPI 
undertook a comprehensive work in the region. À cornerstone was a 
programme called Bedriftsledersamlinger, a series of meetings involving 
the managers and middle managers of firms with external experts, often 
consultants. Through a process lasting from one to two months, every vital 
part of the firm's economy was investigated, and improvements in 
management techniques and functional as well as general management were 
suggested. Typical for the belief in management as a science was the key 
term 'bedriftsdiagnose' , or ‘the diagnosis of the firm’. The extent and effect 
of this work should not be underestimated In one of the sub-regions in 
Møre and Romsdal, Nordmøre, 40 manufacturnng firms were involved 
dunng 1962—63. In 1964 over 60 firms had got their 'diagnosis' 1n that sub- 
region alone.” The implementation of bedriftsledersamlinger was 
paralleled by a wider range of different kinds of management courses. Some 
of them were meant to improve top management of the largest enterprises 
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in the county, and to train middle managers in a variety of functional 
management techniques. These NPI courses were normally overbooked by 
top managers eager to learn the latest news.*'! The SME sector, however, was 
an equal important target group for most of the courses. They covered a 
range of techniques, including accounting, general management and 
business administration (sales, marketing, market analysis), and soon 
became popular." Several of these courses were held in co-operation with 
other knowledge-producing institutions, such as the STI. In the sub-region 
of Nordmgre only, a series of courses and conferences conceming personal 
administration, management development and organisational development 
were held during the late 1950s and the 19605, which also happened in the 
rest of the county.” Some of the courses encouraged assembly-line 
production and sub-contracting, but most of them approached problems of 
general management and cost effectiveness. 

The fact that an important part of the NPI's course activity was thought 
to be supplementary to the work of the industrial laboratory and a support 
to the implementation of sub-contracting and automation in the region could 
lead to the conclusion that the NPI to some extent biased mass production 
in regional and local contexts. However, some sources reveal the many- 
faceted approaches of the NPI, related to specific contexts and needs. This 
pattern is reflected in the sources containing information of co-operative 
projects between firms. 


VII 


‘Co-operation’ is the most appropriate word to describe and analyse joint 
projects between firms in Mgre and Romsdal as revealed in the NPI sources. 
Unfortunately, the extent of the financial and managerial involvement by 
the NPI in these projects cannot always be identified at this stage of the 
research, as the findings are based on brief summaries of co-operative 
projects in the region, including both the NPI and other projects. These 
summaries are nevertheless rather precise, and in general they focus on the 
patterns of co-operation between firms. They can, therefore, offer valuable 
insights into business networks on the regional level. Some of the projects 
that were launched in Mgre and Romsdal can be traced as NPI projects by 
using different sources. 

Even the co-operative projects that clearly promoted economies of scale 
and mass-production techniques emerged sorts of networks between 
independent firms. In describing the pattern of relationships between firms, 
Hans Hauge, the above-mentioned consultant at the NPI and the STI, was 
carefully adopting concepts like vertical and horizontal co-operation instead 
of integration.” The following examples may illustrate this. In the late 
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1950s several motor manufacturers joined forces, three of them based in 
Møre and Romsdal. The other two were large enterprises in Bergen, 
including one of the largest mechanical companies in Norway, Bergens 
Mekaniske Verksted (BMV).* The main task of this co-operative project 
was to develop the production and sale of diesel motors for boats and ships. 
These firms established a co-operative unit for developing products, 
production planning and construction. The unit would also take care of parts 
of each firm's sales and service functions. Some of the firms acted as sub- 
contractors of different components which were installed in Bergen. This 
'Nordmo Group', as it was named, could also use the sales department of 
BMV. It is not difficult to trace the strategy for mass production in this 
example. However, there seems to have been no idea that the firms in 
Bergen were some sort of superior enterprise in a net of other subordinate 
units. The characteristics of the project were specialisation and division of 
labour between independent firms in a network exploiting each unit's 
advantage for the benefit of each unit through networking. 

In January 1962, six different textile firms in Sunnmgre — the southern 
sub-region of the county — entered another co-operation agreement 
concerning technical matters and marketing relations. This agreement was 
intended to develop both co-operation and specialisation, as the products of 
the firms were regarded as too similar. One aim was to let each firm make 
products that they were especially good at.” Also 12 textile enterprises 
joined in creating a common production unit and administration unit. The 
intention, however, was primarily to increase some sort of flexible 
specialisation within the group of enterprises, so that one of them could 
specialise partly in jackets, the other in trousers, the third in sportswear and 
so on. But the sources do not indicate that this was the different enterprises’ 
only function; in fact, they were still independent firms free to produce a 
range of clothing. 

The investigation of several other co-operative projects documents their 
limited scope so far as mass production is concerned. Some efforts were 
made to achieve closer co-operation between firms to be able to go in to 
rather comprehensive deliveries of products that each firm was unable to do 
on its own. O.A. Devolds Sgnner, a textile company in Alesund, entered 
into a co-operative project involving enterprises in Oslo and Lillehammer, 
the ‘Nordwool Group'.* The same pattern of co-operation to improve 
competitiveness on foreign markets was seen inside the ‘West NO FA’ 
group of furniture manufacturers, established in 1956 by four enterprises in 
Sunnmøre.” 

All in all, then, the handıcap of being small encouraged the 
establishment and arrangements providing specialisation between firms, 
common units for production and marketing and other arrangements 
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reminiscent of mass-production thinking. However, the best means to 
achieve economies of scale was through the co-operation of independent 
firms 1n networks. This was a consolidated pattern that the NPI was bound 
to accept. It may even have been encouraged by the NPI, but only further 
research can confirm this hypothesis. The effect of these co-operative 
networks on economic performance of firms is also a subject for further 
research. According to Hans Hauge, who 1n general was very supportive of 
the establishment of such networks, there were also some problems related 
to them, especially concerning some sales organisations. The orders that 
such offices received were shared out according to the speciality allotted to 
each participant What orders each participant might acquire on its own was, 
however, kept secret. This kind of co-operation, therefore, often ended in 
dissension and failure, he claimed in 1963. He also claimed that this was 
one of the reasons why many authorities at that time began to feel that 
mergers provided the optimal means of organising co-operation on a 
horizontal level.” 

One of the most far-reaching joint projects to exploit economies of scale, 
mass production and assembly line production was undertaken in the 
furniture industry. In 1961 ten furniture manufactures in Mgre and Romsdal 
Joined in establishing a co-operative production unit in order to achieve a 
better processing of wood. Each enterprise still maintained control over the 
production of the furniture they sold. But they could all benefit from better 
wood processing, taken care of more efficiently and cost-effectively by one 
central production unit." This was an NPI project prepared through a 
meeting organised for the managers of furniture companies in the county by 
NPI’s local branch in the northern sub-region, Nordmgre and Kristiansund, 
in November 1961. The model for this project was another NPI project in 
another county, Aust-Agder in southern Norway.” 

There is no reason to conclude that these NPI projects differed 
substantially from the general pattern of co-operation that developed 
especially from the 1930s. In light of the regional status of NPI, the close 
co-operation between existing organisations and firms, new organisational 
and management ideas and techniques with an origin in the United States, 
but moulded through tight relations between NPI and STI on national level, 
contributed to the promotion of co-operative networks between independent 
small and middle-sized firms on the regional level. 


Vill 


This article argues that studies of the adoption process are of great 
importance for understanding the diffusion of American management and 
organisational models and techniques and the broader process of 
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Americanisation after World War II. It has been suggested that such studies 
need to include research on the micro-level — how the message was received 
by industries, single firms and industrial districts. Certainly, such studies on 
adoption reveal differences between different receiving countries arid 
regions. They also throw light on the content of the American ideal, and 
make clear variations within American management and organisational 
theory and practice after the war. 

The view that the promotion of mass production as a form of industrial 
organisation was strongly represented within the diffusion of ideas and 
techniques that took place within the organised productivity movement is 
not questioned. However, when the transmitted knowledge reached districts 
characterised by flexible specialisation, the picture becomes more nuanced. 
First, in the Norwegian case both American advisers and national 
institutions serving as intermediaries were concerned with developing 
programmes that really considered regional variations in industrial 
organisation. This concern has to be seen in the light of the government's 
dual industrial policy from 1945 to the mid-1960s, of promoting both big 
business and networks between SMEs. Second, parts of the transferred 
messages had different meanings in different contexts. Concepts like 
specialisation and standardisation were certainly related to mass production. 
However, when standardisation and specialisation were implemented by 
firms 10 the county of Møre and Romsdal, they were not in conflict with 
existing networks and co-operative traditions, or what may be called 
flexible specialisation as a form of industrial organisation. Instead, they 
contributed to prolong the tendency evident from the 1930s to develop tight 
and flexible co-operation among independent firms. 

It may be claimed that the United States was more interested in Norway 
for strategic than economic reasons, compared to American attitudes 
towards Britain and Continental Europe after the war. Accordingly, the 
Americans may have adopted a more reldxed approach to the Norwegians’ 
way of adapting the diffused ideas and techniques of management and 
organisation, so long as Norway in general was supportive towards the 
United States in international political relations. Only further research can 
establish whether there was a special 'Norwegian case', or whether the idea 
of mass production as the core of Americanisation in general should be 
modified. 


NOTES 


This article is based on a paper presented at the 42nd Annual Meeting of the Business History 
Conference, Columbus, Ohio, March 1996 The compilation of NPI's sources at the National 
Archives has been supported financially by Tbe Research Council of Norway (Program for 
utdanningsforskning and Programmet for Kyst- og bygdeutvikling) and the Møre Research Centre 
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M J. DAUNTON, Progress and Poverty: An Economic and Social History of Britain, 
1700-1850 (Oxford: Oxford University Press, 1995. Pp.xv + 620. ISBN 0 19 822281 
5, £14.99). 


This 1s a lot of book for the money. Well over 600 pages for less than £15 is good 
value. It is not only volume that one is purchasing but also a quality product. It 
combines an excellent synthesis of the most recent work on the classic industrial 
revolution period with the author's own perceptive insights and interconnections. It is 
an ambitious book, for 1t aims 'to integrate social and political history 1nto the analysis 
[of economic history]' 1n order to give the student, and scholars, a rounded view of this 
crucial century and a half. And it mostly succeeds. For the student or general reader 
who wants a good introduction to the issues, debates and current state of our 
knowledge on economic and social topics it acts as an excellent guide, combining 
general trends with relevant vivid examples which provide detailed flesh on the bone. 

It seems at first glance to be a fairly conventional approach and layout, looking 
first at agriculture and rural society, then industry and urban society, followed by the 
trade and commerce under the heading ‘integrating the economy’, then ‘poverty, 
prosperity and population', dealing with demography, standards of living, wages, poor 
relief and philanthropy, and then finally public policy and the state covering public 
finance, taxation, economic policy and the role of the state in the economy. It has 
echoes of Sidney Checkland's pioneering work on social history, The Rise Of 
Industrial Society in terms of approach and structure. . 

Each chapter is simply and clearly written, making it very accessible to students 
as well as more widely read scholars, and yet each contains a sophisticated analysis 
drawing on economic concepts and terms and spelling out the mechanisms by which 
, economic relationships occurred. Daunton is excellent at explaining complicated 
issues. Take, for example, his chapter on wages and standards of living. He shows just 
how complicated it 15 to агпуе at any estimation of the general impact of 
. industrialisation on real wages. He stresses the variety and complexity of payment 
methods; that individuals normally had multiple occupations; the extent and variety of 
non-wage entitlements, from food, dnnk, fuel and accommodation to the right to 
' charity; the suspicious stability of some series of wage rates; the vanous household 
types and the difficulty of determining family incomes; the degree of living in and its 
impact on earnings, as well as the problems involved in regional variations in wages 
and prices. 

The chapter on transport is another excellent explication of the timing and relative 
impact of various improvements in transport technology and their effect on transaction 
costs. He appears to place a great deal of importance on transport improvements, 
concluding that investment 1n transport reduced transaction costs in the economy and 
this was in many ways more striking than 'improvements in industrial or agricultural 
productivity over the eighteenth century', though he does not actually say they were 
more important, just *more striking'. This seems to endorse a down-playing of the role 
of industry and a greater emphasis on the role of services, which has become more 
acceptable of late. This 1s further reinforced by his vindication of the eighteenth- 
century English banking system, arguing convincingly that it was responsive to the 
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needs of industry, did make long-term investments, and hence contnbuted to the 
growth of industry and trade. Each chapter has a useful bibliography appended. They 
are well balanced and up to date There is a chronology of the main events, and a 
statistical appendix of over 20 tables, many maps and a very full index running to 30 
pages. 

Of course there are some quibbles and mistakes. It would be surprising if there 
were not. The misdating of the Rainhill Trials, twice, make ıt more likely to be an error 
than a typo’; in a couple of places the use of the wrong word conveys exactly the 
wrong idea, when discussing leisure preference and limited partnerships, and Langton 
and Morns's Atlas is attributed to the publisher of the rival volume edited by Pope! 
But these are minor peccadilloes. In general the book 1s greatly to be welcomed. It wil] 
be a great boon to students and a good read for scholars. I look forward to volume П. 
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DAVID HANCOCK, Citizens of the World. London Merchants and the [ntegranon of 
the Bntsh Atlantic Community, 1735-1785 (Cambndge and New York Cambndge 
University Press, 1995. Pp.xxiii + 477; Шиз., maps. ISBN 0 521 47430 2, £35). 


In Citizens of the World David Hancock makes a significant contribution to our 
knowledge of eighteenth-century business and impenal growth Eschewing 
approaches to commerce that concentrate on either individual merchant houses or 
shipping records, the author has combed all sorts of sources to provide a case study of 
a loosely connected group of 23 associates, from Scottish, Irish and provincial English 
backgrounds, who were based in London, where they flourished in international trade 
and finance 1n the half-century after 1735 These associates were clustered 1nto four 
partnership circles based around four individuals — Alexander Grant, John Sargent II, 
Augustus Boyd and Richard Oswald Hancock traces their interlocking business 
activities in the slave trade, investment in government funds, military contracting, 
shipping, and landownership 1n North America, the West Indies and Britain. He then 
shows how they raised their social status through following the characteristic 
eighteenth-century urge towards improvement, by acquiring country seats, fine 
gardens, art collections, and displaying their social position by acts of philanthropy. 
These themes are analysed in rich detail with primary evidence drawn from wherever 
the author could find it; the footnotes and bibliography cite material gathered from 
archives in the Bntish Isles, France, Germany, Sweden, Portugal, Spain, the 
Caribbean, Canada, the United States and India. Scholars will find the documentation 
a rich quarry providing leads to much business material that has been relatively little 
tapped. Chapters dealing with the associates’ military contracting 1n the Seven Years’ 
War and with their operation of a slave trading factory at Bance Island on the Sierra 
Leone River in West Africa are particularly fresh 1n their coverage and analysis 

The overall theme of the book 1s one that poses challenges for other historians. 
Hancock's sample group were all outsiders at the beginning of their careers, they 
lacked gentle birth or connections 1n the City or other obvious means of advancement 
But their vigour and enterpnse in various commercial schemes enabled them to nse up 
in London business and social circles as a result of their individual and collective 
efforts. Historians will want to test whether this model fits other mercantile groups in 
Georgian London — for instance, Chesapeake traders or West India merchants 
Hancock concludes that the associates’ activities helped to integrate the British Empire 
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during the mid-eighteenth century by ‘increasing the scope of the empire, deepening 
its infrastructure, expanding its trade, peopling its shores and hinterlands, and 
spreading the new optimistic, expenmental ideas of the Enlightenment’ (p.386). ‘This 
emphasis on the interdependence of the first Brush Empire 15 congruent with recent 
work on the eighteenth-century Atlantic economy by Thomas M. Truxes, Ian K. 
Steele, myself and others; we now need to analyse in greater detail how such 
interdependence was sustained or dissipated after formal political ties between Britain 
and the United States were severed. Citizens of the World provides both a point of 
departure for such studies and a solid source of 1deas and evidence. There 1s one minor 
disappointment connected with its production. The book lacks a bibliography of 
printed sources and secondary studies. Less readily apparent, but worth noting for 
specialists, 1s that the lisung of manuscripts omits a good many items cited in the 
footnotes. It 1s surprising that the publishers have been slack on these matters since the 
book 1s supplied with plentiful illustrations and photographs and there are valuable 
appendices including genealogies of the associates, their profits from planting and 
slaving, efficiency levels achieved at Bance Island, landownership, and a list of their 
art collections. These caveats do not detract, however, from David Hancock's 
achievement in wnting a learned and impressive first book 
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ROBERT GRAY, The Factory Question and Industrial England, 1830—1860 
(Cambridge: Cambridge University Press, 1996. Pp.xiv + 253, illus. ISBN 0 521 
49659 4, £35). 


Robbie Gray brings a new insight, that of the cultural historian, to the story of the 
campaign for factory regulation, the Ten Hours Movement, in the textile districts of 
Lancashire and the West Riding, the ‘Industnal England’ of his book's ttle Part One 
of the book 1s set 1n the disturbed decades of the 1830s and 1840s, dunng which the 
major debate over regulation was conduction It separates out the voices 1n that debate, 
those of philanthropists, workers, doctors, inspectors, employers and novelists 1n order 
to conduct an examination of the languages they spoke and the ways in which their 
ideas were constructed. Part Two takes the story nto mid-century and shows how, 
despite dissent, resistance and revision, regulation of the workplace and the workday 
became an accepted feature of mid-Victonan society. Richard Oastler, the ‘Factory 
King’, took his place on a pedestal in Bradford as one of the pantheon of industrial 
heroes. Factory reform along with slavery abolition and public health improvement 
became one of the inevitable victories of a progressive society. 

Gray's cultural approach shows up the complexity of this development which was 
far from being a simple issue of the victory of right over wrong, a ‘soul question’, as 
Oastler termed it, ‘it 1s soul against £.s d.'. There were 'shifung constructions of class 
and gender' within the rhetonc of the early Ten Hours Movement and 'tensions and 
dilemmas inhabiting liberal entrepreneurial culture’ Not everyone gained equally 
from the compromises involved in gaining acceptance of regulation Female 
operatives, classed with young persons as objects of regulation 1n 1844, disappeared 
from view leaving patriarchy and paternalism tnumphant Nevertheless, Gray argues, 
regulation was (and 1s) inescapable even at the late twentieth century's 
‘entrepreneunal feast of deregulation’ 
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This is not an easy book with a plain unvarnished tale to tell. The jargon of 
postmodernism intrudes with numerous ‘constructions’ to be ‘contested’ and ‘sites’ to 
be ‘negouated’. Industrialisation ‘considered as a cultural transformation’ may not 
strike an immediate chord in tune with the repertoire of the business histonan. 

The book 1s, nevertheless, well grounded in an intensive knowledge of the 
literature, official and unofficial, of the penod. It throws new light on such issues as 
the enforcement of factory legislanon with the notion of an unregulated industrial 
‘frontier’ along which avoidance of regulation and prosecutions for evasion were more 
frequent. That the area of Ashton, stalybridge, Oldham and Saddleworth constituted 
such a frontier will come as no surprise to those with memones of Professor Kitson 
Clark's unfortunate gingerbread seller at Stalybridge Wakes, whose demise beneath 
the iron clad clogs of irate miners illustrated the fragility of the mid-Victorian social 
compromise. Gray's book reflects upon an important element in that compromise and 
the complex nature of its making. 


Victona University of Manchester MICHAEL E ROSE 


BRIAN LAW, Fieldens of Todmorden: A Nineteenth Century Business Dynasty 
(Littleborough. George Kelsall, 1995. Pp.302; illus.; tables, maps. ISBN 0 946571 
260, £20). 


This book 1s a business history with a difference Dr Law first achieved success in the 
world of business. now as a scholar he relates the history of a truly representative 
Lancashire firm He deftly weaves together four distinct themes, the history of a firm, 
the history of a family, the history of a town and the history of an industry His primary 
sources are appropriately to be found in six collections of family papers He has also 
made diligent use of probate records whilst his use of illustrations can only be 
descnbed as inspired. The family firm of Fielden Brothers encapsulated in its own 
history the great transition made by local yeomen into a new role as machine spinners 
and putters-out. Fielden's enjoyed a career of 184 years (1782-1966), benefiting by 
the prevalence of low wage-levels 1n the Pennine foothills. The peak of its fortunes 
was reached in 1865. Its interests had expanded to embrace shipping (1840-1853), 
merchanting (1841—1869) and banking in New York from 1835 as well as in 
Manchester, probably from the same era. The wealth generated from the new sources 
of income seems to have surpassed the money made at the mills. It transformed the 
family's fortunes and created in succession three millionaires in the persons of 
Thomas, Samuel and John Ashton Fielden, who died respectively in 1869, 1889 and 
1942 

Much light 1s thrown upon the history of the cotton industry and not least by the 
record of profits, ın a continuous senes from 1836 to 1958 Dr Law shows profits to 
have reached during the golden age of coarse spinning ın 1852-65 an average level 
some two-thirds higher than that of the Ashworth Brothers, fine spinners of Bolton. 
The firm's partners developed a strong social conscience, which became most apparent 
in the person of 'Honest John' Fielden, entrepreneur extraordinary and author of The 
Curse of the Factory System (1836). He not only secured the passage of the Ten Hours’ 
Act in 1847, but also ensured that no workhouse was built in Todmorden until 1878, 
30 years after his death. In their civic role the Fieldens may well be compared with 
such other Unitarian families as the Strutts, the Gregs, the Ashtons, the Harwoods and 
the Haslams. 
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Todmorden compnsed three townships straddling the Lancashire—Yorkshire 
boundary, 22 miles to the north of Manchester. In the tenfold growth of its population 
(1801-1911) it proved to be thoroughly representative of the mill-towns of 'Cottonia' 
It became increasingly a weaving town as its spindles declined from their peak level 
of 1887 under the competition of Oldham The Fieldens played the leading role in the 
growth of the town, employing one-fifth of the local population and paying one-eighth 
of the rates. Their contnbution to local government remained dominant down to the 
1880s Under their paternal guidance the harmony of life in Todmorden remained 
undisturbed by the conflict of classes. The town acquired a co-operative store in 1847 
but its mechanics’ institute closed down ш 1872 and its weavers’ union lost over a 
quarter of 1ts members during its first seven years (1880-87) There seems to be no 
evidence of a spinners’ union being formed. The mills of the Fieldens were ably 
defended by their own operatives against the plug plotters 1n 1842 and against court 
bailiffs in 1844. In return the firm ensured that its workfolk fared well, running short- 
time when necessary, as in the depression of 1847, and paying pensions to their retired 
hands. During the Cotton Famine the partners ensured that relief was paid at a level 
well above the regional average. 

Later generations of the family acquired a whole clutch of country estates, 
reverting with zeal to the rural way of life familiar to their forefathers, known down to 
the eighteenth century as ‘ffieldens’. They abandoned both the Unitarian creed and the 
philosophy of radical liberalism, even contracting marnage alliances with the 
aristocracy from 1882. They halved the capital of the firm between 1865 and 1885 and 
withdrew a further 80 per cent ın 1889 when the firm was forced to become a limited 
company by the imminent demise of the senior partner The death of the last local 
resident Fielden in 1910 ended the family's connection with the town. The fourth 
generation retained a controlling interest in the company but deserted ‘damp, dirty and 
dull’ Todmorden (p 134) for a more congenial abode. The Fieldens still retained a 
strong social conscience, keeping the mills in unprofitable operation for 30 years 
(1875—1904) simply 1n order to maintain employment in the town. Dividends returned 
from 1905, thanks to skilful management, to the admission of managers as directors as 
well as shareholders, to a complete conversion to nng spinning and to rigorous control 
of product quality. During the 54 years 1905—58 the firm's financial performance 
proved truly astonishing. It paid an average annual dividend of 12 75 per cent, with 
two distinct peaks: the first peak in 1919—22 might well have been expected but the 
second peak ın 1953—58 was contrary to the industry-wide trend. 

The book may be appreciated finally as the commendable emanation of an abiding 
spirit of local patnotism. Dr Law stems from an old Todmorden family and has 
retained his links with the town. The work is published by a firm occupying 
unassumung premuses in Littleborough, six miles from Todmorden and was set in 
Imprint by a Rochdale printer. The nine chapters of text are well organised and 
thoroughly readable. They are complemented by an invaluable senes of 3] tables, 
seven figures, three maps and two pedigrees as well as a helpful introduction by 
Professor Stanley Chapman. Dr Law's informed judgement and ripe wisdom 
illuminate everything upon which he touches. The most compelhng feature of the 
whole book remains its superb format, with a positive wealth of illustrations. Some 
217 photographs, engravings, paintings and documents have been selected and pnnted 
with care, garnished with full captions and skilfully integrated into the text. This 
impressive blending of prose and image provides a most attractive model for 
emulation by others It has only been made possible by the closest collaboration of Dr 
Law, Roger Birch and George Kelsall, who also launched The Barefoot Aristocrats 
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into the world 1n 1987. This business history will prove to be of interest to a very wide 
readership. It will not be remaindered Indeed it may well become a collector's item 
and an object of investment 1n its own nght. 


Manchester DA FARNIE 


MICHAEL WINSTANLEY (ed.), Working Children ın Nineteenth-Century 
Lancashire (Preston: Lancashire County Books, 1995. Pp xı + 145, illus. ISBN 1 
871236 40 1, £7 50). 


It 1s easy to forget just how many children there were in Victonan Britain. The 
demographic structure of the country then was similar to many third-world countries 
today with a large proportion of children and young adults and relatively few in the 
later years of life. In 1881 36.5 per cent of the population was under the age of 15 and 
only 4.6 per cent were over the age of 65. Not only were children more numerous, their 
experience of life was also significantly different. As L.P. Hartley has noted, 'the past 
is a foreign country’ and ıt 1s not always easy to appreciate the circumstances and 
conditions of life in past tmes This fascinating book provides a helpful reminder of 
how important child labour was to the economy of nineteenth-century Britain — and 
also how work shaped the lives of children and their expenence of childhood In 
Lancashire, according to the 1851 census, 43.7 per cent of boys aged 10-14 were 
recorded as working and 33.7 per cent of girls. Figures substantially above the average 
for England and Wales and which undoubtedly present an incomplete view of the work 
experience of children, many of whom were employed 1n casual and seasonal jobs. 

The study 1s the result of a group project carried out by undergraduates at the 
University of Lancaster The students have conducted the research and written most of 
the text themselves Their tutor has acted as adviser and editor and has contnbuted 
additional illustrauve material as well as ensuring a consistency of style. A wide range 
of primary source material has been used, including the published Census Returns, 
Parliamentary Papers and a variety of local information Each chapter of the book also 
includes an extensive collection of secondary references Given the importance of 
textiles to Lancashire's economy it 1s not surprising that one of the major themes 
addressed 1s the changing condition of child labour within tbe 'factory system' and the 
concerns of the Factory Commissioners and others about the exploitation of children. 
Particular attention 1s given to the development of the 'balf-ume system’ ın the cotton 
industry, whereby children spent part of their time in the mull and the other part in 
school. Seen by some as a 'model' system to be adopted by other industries, other 
commentators saw 1t as providing 1nadequate schooling 

The study, however, does not dwell exclusively on the life and times of 'Cotton 
Lancashire' One chapter considers the experiences of children in rural districts, where 
work on the land was part of the normal routine and where the school year made 
allowance for the seasonal peaks ın demand for labour. In some localities other types 
of casual work also relied on the ready supply of child labour, such as 'cockling' along 
the coastline of the county Other chapters Jook more specifically at the employment 
Opportunities for children in urban districts, particularly within the multitude of service 
activities ranging from errand boys and domestic work to more respectable clerical 
work. The research identifies contemporary concerns about 'the boy labour problem' 
— the lack to formal training and apprenticeship for skilled employment — and about 
the respectability and morality of girls’ work Outside of the textile districts the 
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employment opportunites for girls were relatively limited and those who did find 
employment were often paid far less than boys. 

The book is commendable not only as an account of the lives of working children 
in nineteenth-century Lancashire but also as an example of research in regional 
history The themes covered 1denufy many avenues for further work and the helpful 
section at the end on ‘further reading and ideas for research’ provides an indication of 
how these could be followed up. It will prove to be an invaluable introduction for those 
wishing to conduct more detailed research into this large and under-represented group 
in the economic history of Lancashire. 


Liverpool John Moores University STEPHEN JACKSON 


PHILIP J GOODERSON, Lord Linoleum. Lord Ashton, Lancaster and the Rise of the 
British Oilcloth and Linoleum Industry (Keele: Keele University Press, 1996. Pp 288. 
ISBN 1 85331 146 4, £35) 


This book fills a large gap 1n the literature of economic history Its four main themes 
are the history of an industry, of a firm, of an entrepreneur and of a county town 
Linoleum, as the most prosaic of products, has never aroused the interest of aesthetes 
or even of historians. In the lowness of its profile 'lino' may well be compared to such 
other wares as ready-made clothing, wallpaper and convenience foodstuffs. The 
Dictionary of National Biography excluded from the national pantheon both Frederick 
Walton (1833—1928), who ın 1863 invented linoleum, and James Williamson 
(1842—1930), who became its largest manufacturer. Now Dr Gooderson has redressed 
the balance of histonography ın a biography which deals with both the businessman 
and the politician. He has set a basic commodity 1n a clear historical perspective and 
redeemed it from the enormous condescension of posterity Oilcloth proved to be a 
consumer good of immense value to the urban masses building homes in Victorian 
Bntain. Its diffusion made domestic interiors attractive as well as respectable, raised 
standards of comfort and hygiene and lightened the workload of housewives It 
became a pioneer agent of the ‘Do It Yourself’ movement, a symbol of a rising 
standard of living and an index of aspirations towards a better life. 

James Williamson I (1813—79) began to make table-baize during the 1840s and as 
a small manufacturer laid the foundations upon which his son built The labour- 
intensive process of manufacture of oilcloth used low-level technology and remained 
highly secretive A range of imported ingredients, including resin, gum cork and 
linseed 011 were blended into a paste which was then applied to a cloth base, pnnted 
and varnished to a glossy finish. The founder's son became the most, successful of 
Briish manufacturers. From 1880 he adopted the rotary printing press, acquired a 
substantial cost-advantage over his competitors and established command of the 
market for the cheaper grades of printed Linoleum and floorcloth Dunng the 1890s his 
firm became the largest manufacturer in the world as well as Lancaster's main 
employer of labour Williamson proved to be a master of the art of mass marketing, 
using as his basic device price rather than advertising. He used the brand name of 
‘Lancaster’ together with the arms of the Angevin kings but he consistently boycotted 
International exhibitions He widened his range of products ın order to cater for the full 
range of household needs. Thus he expanded into the manufacture of stairbaize, 
blindcloth, shelf-bordenng and leather-cloth, which came into demand for upholstery, 
bookcovers and shopping bags Such imitative fabncs appealed to all householders 
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seeking to emulate their social superiors. He made annual changes of colour and 
design in order to attract repeat orders. Aloof and authoritarian in disposition, 
Williamson remained a freebooting individualist. He excluded unions from the works 
but maintained close contact with the shop floor, prefernng to deal with foremen rather 
than with managers. He remained outside the cartel formed in 1907 but proved 
influential enough to discourage its members from advertising their wares. The 
industry remained largely a British monopoly until the 1920s, reaching the peak level 
of 1ts exports in 1912 

The sleepy market town of Lancaster offered employers the great advantages of 
cheap labour and weak unions. Williamson profited by those advantages to become 
one of the main creators of modem Lancaster and its most notable benefactor. He 
enriched its institutions and endowed it in 1909 not only with a magnificent town hall 
but also with a stupendous memorial to his wife, the Taj Mahal of Northem England. 
As the author of a history of Lancaster published in 1980, Dr Gooderson 1s well 
qualified to set the history of the firm securely 1n its local context. He elucidates the 
contrast between the country town undergoing a late phase of industrial developmeat 
and the cotton towns far to the south of the Lune where such development had begun 
a century earlier. 

Williamson proved to be much more successful in business than in politics. He 
served as both a town councillor (1871—80) and as an MP (1886—95), Then he came 
to the financial rescue of the impecunious Liberal Party and 1n return was raised to the 
peerage in 1895 as Lord Ashton. He remained a radical Liberal, a pro-Boer and a 
friend of Ireland, becoming however from 1924 a late recruit to the Conservative 
Party. His success in business may be measured by the size of the fortune he 
accumulated. When he died intestate ın 1930 his estate amounted to £10.5 million 
where his father had left £80,000 in 1879. That estate was some fourfold the combined 
estates left by his two Scottish rivals, Michael and John Nairn of Kirkaldy, who died 
respectively in 1915 and 1928. Its beneficiaries proved to be two in number. The 
Labour Chancellor of the Exchequer received £5 million in death duties and the 
surviving daughter and her husband, Earl Peel, became the residuary legatees. Earl 
Peel prohibited the publication of any biography of his father-in-law. Only after the 
death of Lord Ashton did the firm become a company and join the trade association, 
finally merging in 1963 with Nairn's and in 1985 with Forbo of Switzerland. Dr 
Gooderson has secured the co-operation of the Peel family as well as of the trade 
association. He had made effective use of the local press and oral testimony. thus he 
has compensated in some degree for the destruction of the archives of the firm and of 
Williamson's own papers He has briskly disposed of the local legends clustering ` 
around the career of ‘Lord Linoleum’. His achievement 15 all the more notable 
because, as a thoroughly modern observer, he has not found Williamson to be a very 
sympathetic character. The book 1s ennched with some 40 illustrations, a glossary and 
a family tree: the index could, however, have been made much more useful. One 
source appeared too late for consultation, Paul Vaughan's evocative autobiography of 
the 1930s, Something in Linoleum (1994) The work will appeal to a wide audience 
and will remain an important contribution to business biography and to economic 
history as well as to regional history. 


Manchester . DA FARNIE ' 
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EDGAR JONES, True and Fair: A History of Price Waterhouse (London: Hamish 
Hamilton, 1995 Pp.xix + 444. ISBN 0 241 00172 2, £25). 


The date of the foundation of Pnce Waterhouse 1s generally taken as 1849, when 
Samuel Lowell Price from Bristol set up 1n practice in the City In 1865 he was joined 
in partnership by Edwin Waterhouse, from Aigburth, Liverpool. By the 1960s the UK 
partnership had increased to over 20 with nearly 600 staff; by 1994 there were 474 
partners and 6,000 staff World-wide the firm employs more than 50,000 in 18 
countries It 15 thus one of the oldest and largest accounting practices, and still a 
partnership. Its growth rested on auditing the activites of the fast-growing ranks of 
joint stock companies invanably with limited liability. Giving а ‘true and fair’ view of 
other enterprises involved little risk and small danger of bankruptcy, at least until very 
recently. 

The firm's early growth was built on a solid foundation of auditing work which 
Edwin Waterhouse secured for the partnership His success in obtaining the custom of 
leading railways, banks and financial institutions provided a secure fee income and 
this was supplemented by an adventurous undertaking in the form of an American 
branch At home the firm moved into the provinces with early involvement in 
Liverpool and Newcastle. By 1914 it was one of the leading City accountants and was 
represented in the highest councils of the Institute of Chartered Accountants, of which 
Edwin Waterhouse had been a founding member. He had also represented the 
profession in making representations to the various official committees on company 
Jaw, especially the reporting aspects, but at the time the view was such as to allow 
considerable discretion in the nature and supply of audited accounts. It took the 
scandals and frauds of the inter-war years to produce significant changes. 

Both the First World War and the Second led to a diversion of staff to vital 
activities and an increase in the employment of women, mainly for routine tasks. There 
was little change 1n this respect between the two penods, although separated by 20 
years. In both wars tax assumed greater importance 1n generating government revenue 
and brought a considerable increase 1n business, and was an indication of a likely area 
of expansion in the post-war years. 

In the inter-war years the firm was extremely fortunate to be led by one of the most 
dynamic and prominent accountants of the era. The drive and energy of Sir Gilbert 
Garnsey brought a host of new companies to the Price Waterhouse client list, and his 
involvement with the Hatry Crash produced commensurate fame Described as a 
"Wizard of Accountancy’ and a ‘financial doctor of industry’, his premature death in 
1933 left the partnership bereft of leadership. After the Second World War a new 
approach was adopted, designed to diversify the business away from the traditional 
dependence on auditing, and this was reflected in a change for the partners The tume- 
honoured 'generalist' gave way to the specialist Tax and management consultancy 
rivalled the dominance of auditing The final phase in the development of the firm 
came during the senior partnership of Michael Coates. 1n a short space of time the firm 
grew rapidly in size and it broadened the range of services offered to include 
insolvency work and a unit to cater for small business. Expertise and knowledge were 
lodged in single departments and the services sold beyond established audit clients 
The motto became ‘quality, growth and profitability’ To provide the future senior 
management the firm moved to recnuting mainly graduates followed by intensive 1n- 
house training. The close-knit family atmosphere of Fredericks Place and its 
‘gentlemanly ways’ was lost to the modernity and efficiency of the purpose-built 
Southwark Towers While Price Waterhouse at various times flirted with mergers, 
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most of these foundered on doubts in the minds of partners about abandoning the 
traditional style and ethos. In retrospect they were wise decisions since the ments of 
sheer size are no longer taken for granted. 

Based on the archives of Price Waterhouse, Edgar Jones has produced an excellent 
company history. It 1s an eminently readable work with a skilful mixture of detail, to 
convey the contribution of a large number of individuals, and the general factors which 
governed the direction of the firm and its varying fortunes in changing financial and 
economic conditions 


University of Liverpool W A THOMAS 


ARTHUR McIVOR, Organised Capital. Employers’ Associations and Industrial 
Relations in Britain, 1880-1939 (Cambridge Cambridge University Press, 1996 
Pp хуп + 305. ISBN 0 521 55094 7, £35) 


Organised Capital 1s a study of the behaviour of employers’ associations in cotton, 
engineering and building in Lancashire between 1880 and 1939. Mclvor takes great 
pains to demonstrate how his research 1s related to the existing literature on the 
subject. He refers at length to the conflict between the work of Clegg, Fox and 
Thompson, who argue that the employers’ associations gained a position of great 
power during this period, and the revisionist interpretation of Tolliday and Zeitlin, who 
portray the employers as divided and ulumately impotent. In Organised Capital, 
Mclvor reaches conclusions which are equidistant between these poles. 

Mclvor explains that employers’ associations were established in the late 
nineteenth century, in response to problems posed by the growing strength of trade 
unionism, the alarming tendency of the state to intervene 1n labour issues, and the nse 
of international competition. The employers’ associations managed to contain the nse 
of labour in the first two decades of the twentieth century, although some significant 
concessions had to be made In the 1920s and 1930s the employers launched a 
successful counterattack in the areas of wages and conditions. As the 1930s 
progressed, the employers’ associations started to lose some of their influence The 
cotton industry was declining, and the most dynamic engineenng firms, in such 
branches as electrical goods, were reluctant to take part in collective action. 
Employers’ associations were both losing their traditional clientele and failing to 
attract new customers. Mclvor stresses that, by concentrating prncipally on wages and 
conditions, the employers were able to avoid potenually more violent conflicts with 
the unions about labour practices. This strategy appears to have emerged by a gradual 
process No conscious decision seems to have been taken to limit the extent of attacks 
against existing craft labour practices. Employers’ associations had to adopt policies 
which could command a consensus among firms and this seems to have resulted in 
moderation 

Mclvor’s relentlessly evenhanded approach deflects a number of possible lines of 
criticism. Nevertheless, several comments may be made. First, there 1s no doubt that 
this 1s a scholarly, carefully structured work. There 1s much to be said for making a 
comparison of three quite different industnes. But there were times when I wished that 
a more detailed account had been given of the policy-making process among 
employers in one or another of the industnes. A comparative examination of three 
industries necessarily reduces the quantity of evidence which can be presented about 
any one of them by two-thirds In particular, with respect to the reluctance of 
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employers to make a life or death issue out of the reform of labour practices, a more 
detailed account would have been valuable. Perhaps the book would have reached a 
more decisive conclusion of Mclvor had chosen to analyse one industry ın greater 
depth. Secondly, although Organised Caputal 1s about the behaviour of coalitions, it 
does not discuss the economics of collective action, a branch of the discipline which 
might have been highly relevant to the task in hand. Thirdly, it would have been 
worthwhile saying more about the implications for British industnal performance of 
the employers’ generally cautious strategies. Would a more confrontational approach 
in the area of labour practices have made a significant impact on the competitive 
position of the industries in question? This remains unclear. Organised Capital depicts 
an almost ritualistic seesaw struggle between capital and labour, but it is a struggle 
which is to some extent detached from its setting in the debate about the UK’s 
industrial performance. 

In conclusion, this book makes a substantial, but rather narrow, contribution to our 
understanding of the history of British employers’ associations It is likely to remain 
of considerable value to students and other researchers in this field for a long tme. 


Victoria University of Wellington JOHN SINGLETON 


B WE. ALFORD, Britain in the World Economy since 1880 (London: Longman, 
1996. Pp.xvi + 355; p/back ISBN 0 582 48676 9, £14.99). 


The relative performance of Britain in the international economy 18 a subject of interest 
and importance; and it is the subject of Professor Alford's new book. This 1s not an 
economic history of Bntain, but rather an account of the British economy in its 
international context. A principal concern 1s to explain the relative decline of Britain 
in the course of the last 100 years. It has a pessimistic inclination. 

The account is chronological. Ten chapters of roughly equal length cover the 
dominant themes across the century: industry and trade and finance and empire, 
1880-1914; war and the return to gold; the world depression and war again, post-war 
adjustment and relative prosperity; the 1960s, and the international crisis of the 1970s. 
There 1s an introductory chapter on the challenges to late Victorian success; and a final 
chapter on falling behind and catching up provides a splendid summary placing the 
story 10 the context of the current discussions on economic growth. 

The treatment of the 1ssues and the style of the book are what might be expected 
from Professor Alford — healthy scepticism, careful scholarship, and judicious surveys 
of the appropnate literature. Excellent footnotes combine valuable information with 
some of the stronger opinions of the author At the outset Alford expresses scepticism 
over the use of economics 1n history, but especially neo-classical economics; and an 
equal scepticism over numbers and their manipulation. The caution on quantification 
is surely apposite. So many figures measuring what we would like to measure in 
economics and economic history have huge margins of error attaching to them. 
However, these quickly get forgotten in the rush to the more interesting part, the 
interpretation. Alford continually reminds us of how fragile 1s the base on which much 
of this knowledge rests. Nevertheless, we do need numbers and there are around 70 
tables of figures in the book presenung a whole range of data. 

The tone 1s always moderate, but the author has a clear view and that makes it 
easier for the reader to see what the arguments are The view 1s that there are deep 
problems in the Bntish economy which date further back than is commonly believed. 
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There have been failures across a range of activities, notably the education system, 
financial intermediation and business practice. Alford rejects recent suggestions that 
some Catching up has been taking place. If one were to quibble with this 1t would be 
along the lines that the author’s pessimistic inclination has led to a greater reliance on 
the literature that supports that conclusion than on that which opposes it For example, 
on the issue of R & D on which Britain has long been criticised, Alford leans to an 
acceptance of that cnucal view Yet evidence emerging suggest that Bntain did as well 
or better, 1n this respect, across most of the twentieth century (in so far as measurement 
allows) than comparable economies, and that appears to hold even after military R & 
D 1s allowed for Similarly on financial intermediation, while it 1s not possible to make 
strong statements, 1t does seem that the British financial sector was not guilty of the 
failings often alleged. 

These however, are the kinds of differences of intetpretanon and emphasis that 
will always anse. They should not detract from the fact that thus 1s a first-rate text 
which will be widely used. It 1s tightly written and even where there i$ not room to 
develop arguments at length on the myriad of topics dealt with, the appropriate 
literature, of which there 15 now a superabundance, is cited. Students will not go far 
wrong tf they follow this clear and authontative account of the course of the Bntish 
economy 1n its international context over the last 115 years 


City University Business School FORREST CAPIE 


ROGER MUNTING, An Economic and Social History of Gambling in Britain and the 
USA (Manchester Manchester University Press, 1996. Pp.xi + 252. ISBN 0 7190 4449 
9, £40) 


This is a tmely and revealing book. Timely, since ir Britain the introduction of the 
National Lottery has proved a far greater success than its Organisers or the government 
anticipated, and it has aroused considerable interest in gambling facilites and 
behaviour Revealing, because ıt deals with the entire range of gambling from the 
earliest times to the present Although the coverage 1s mainly for Britain, interesting 
similarities and contrasts are made with practices, attitudes and problems found in the 
USA 

For the uninitiated there 15 a glossary of gambling terms at the start which provides 
an indispensable toolbox with which to tackle the complex world of the casino, the 
racetrack and betting generally In the introductory chapter, surveying the history of 
gambling to 1914, the reader 1s whisked with commendable clarity through several 
centuries of gambling practices and changing social attitudes The twentieth century 
sees the emergence of popular forms of gambling, notably in the inter-war penod the 
invention of football pools and, with the arnval of the electric hare, the ubiquitous 
‘dogs’. Here were gambling facilities suited to the patronage and means of the working 
Class and they took to them with enthusiasm. However, it took a long time for the 
punters to be able to lay their bets on dogs or horses, legally at least, at the local betting 
shop 

The chapter dealing with betting and bookmakers provides a useful example of 
market forces at work Once legalised in 1960, off-course betting gave an opportunity 
for small bookmakers to set up local shops. At first the 'big four' remained aloof from 
such retail provision, but once they saw the market expand and the cash flow mounting 
they quickly moved to buy up whole chains. In a little over a decade their share of total 
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turnover went from a quarter to two-thirds Benefiting from the advantages of 
economies of scale and пшр entry costs, they have been able to maintain their 
dominant position. 

For similar reasons the footballs pools have also become the domain of a few large 
suppliers after the pioneering launch in Liverpool in the mid-twenties by Littlewoods. 
The pools’ popularity remained undiminished over the post-war years, its biggest 
challenge coming with the introduction of the National Lottery. Revived after the ban 
of 1825, induced by the regressive effects of the lottery on the poor, the National 
Lottery has proved an overwhelming success in terms of revenue for charitable 
purposes and profits for the promoters. Premium Bonds introduced in 1956 were 
presented in a more virtuous light, but their essence is the same. Other countries have 
been less reluctant to turn to the gambling instincts of their people for revenue. Those 
able to afford greater stakes and requiring more salubrious surroundings in the form of 
casinos for their gaming have generally been well catered for, certainly in Britain. By 
contrast, in the USA only Nevada took full advantage providing gaming tables, and 
found a gold-mine precisely because of its monopoly. 

The final chapters deal in detail with the growth in the volume of gambling, who 
gambles, its social problems and concludes with an examination of the politics of the 
activity. Certainly attitudes have changed and become more tolerant, real incomes 
have increased and a growing proportion of expenditure is directed towards services, 
and there 1s more leisure, but important issues such as addition, children and gambling, 
and.crime are not ignored. There is a statistical appendix covering recent years, 
although some of the tables could usefully have been included in the text, and there is 
a useful bibliography. Drawing on a wide range of secondary and relevant primary 
sources this 1s an extremely thoughtful, well written and valuable contribution to 
economic, business and social history. It deserves a wide Deer 


University of Liverpool WA THOMAS 


LAURA LEE DOWNS, Manufacturing Inequality: Gender Division in the French 
and British Metalworkang Industries, 1914—1939 (Ithaca, NY, and London: Cornell 
University Press, 1995. Pp.xiv + 329. ISBN 0 8014 3015 1, £31.50). 


The changes to the organisation of manufactunng processes and to the gender 
composition of the workforce within the French and British metalworking industry 
imposed by the material requirements and the labour constraints of the First World 
War, provide the starting point for this sophisticated piece of scholarship, which 
further considers the nature of the work process in the context of demobilisation and 
the fluctuating inter-war economy. Thus the study analyses the development of gender 
relationships in the workplace within an industry that was both craft-based and male- 
dominated before 1914, through the influx of women and the consequent and 
irreversible reorganisation of work during the First World War, and the control over 
their work imposed in both countries by a system of welfare supervision, and the 
arguments over the rights of women to remain in the industry at the end of hostilities. 
Although many women acquired skill during the war, this was attributed more to the 
work that they were able to perform as a result of new machinery than to a feature that 
was embodied in themselves. The domestic responsibilities of women were invoked at 
the end of the First World War as a means of removing women from allegedly male 
occupations in England, while under the very different labour market conditions 
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operating 1n France, women's reproductive functions 1n particular were more neatly 
co-ordinated with their working role. 

By adopting a comparative approach to the understanding of the re-gendering of 
labour and skil within the context of post 1914 industrial restructuring and 
rationalisation, and by eschewing both neo-classical and dual systems models, Downs 
provides a well-reasoned explanation of the distinct roles played by men and women 
within the metal manufactunng plants of Britain and France. Labour market 
discrimination maintains a low profile within this elaborately researched work, which 
deals more broadly with the movement from a masculine craft organisation to one 
influenced by the techniques of mass production, which made greater use of female 
labour. As with many great works, this study impinges on several debates For 
example: it adds a special quality to the growing literature on the significance for 
women of their munitions work during the First World War and the impact of 
demobilisation on their new-found confidence and their self-perception as workers; ıt 
makes a distinct contribution to a feminist literature that seeks to explain women's 
secondary labour market position through the gendering of work, skill and technology 
and devises an alternative to the patriarchy/capitalist schema; and, within the context 
of business and industrial history, Downs reveals the complexity and the subtlety of 
the transition from ‘traditional’ to ‘rational’ systems of production. 

The dextrous interweaving of strands of histoncal, social and economic enquiry is 
matched by the enormous range of sources on which the analysis rests. Business 
records, government publications and intriguing oral testimony from both sides of the 
Manche are combined with a secondary literature drawn from a variety of specialisms, 
to provide the empirical foundation for a measured and robust and highly articulate 
argument. It 1s not an easy read, yet this study could not have been better written. 
Downs probes tenaciously, challenging many strands of conventional wisdom while 
exposing the superficiality of many of its assumptions. It should be read, especially by 
those who would normally approach gender-based studies with trepidation, because 
although this work might constitute a ‘feminist’ business history, its even-handed 
analysis of the gendering of work and of the workplace relationships of men and 
women is thought-provoking rather than threatening. 


Centre for Business History, 
University of Leeds KATRINA HONEYMAN 


SEAN GLYNN and ALAN BOOTH, Modern Britain. An Economic and Social 
History (London: Routledge, 1996 Pp.ix + 374. H/back ISBN 0 415 10472 6, £45; 
p/back ISBN 0 415 10473 4, £12.99). 


This 15 an extremely well-written and sensibly organised textbook which provides a 
general overview of British economic and social developments since the First World 
War. The targeted market consists of first-year undergraduates and sixth-form college 
students. There 1s a more-or-less equal division between the inter-war years (plus 
World War IT) and the post-1945 penod, with a single chapter in each of the two 
periods on social and political change; the labour market (with a stress on 
unemployment for the 1920s and 1930s); Bntain within the international economy, 
industrial development; and economic policy. The balance between economic history 
and social history 1s noticeably in favour of the former. The main themes concern 
British economic growth and decline, and the evolution of economic policy. 
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The authors provide an extensive, factually accurate, well-researched and up-to- 
date coverage of the main issues of the century. The approach adopted consists of 
reporting the views and findings of other investigators and is intentionally non- 
committal, balanced and non-partisan. This ıs true even of potentially controversial 
issues such as the role of trade unions, the impact of institutional constraints on 
economic growth and the adoption of monetarist policies from the late 1970s. Despite 
this lack of overt commitment to any particular standpoint, the authors have 
nevertheless been successful 1n maintaining a lively, interesting style of exposition. 
The appropriateness of the level of exposition is somewhat more difficult to judge, 
however. They have gone for a fairly comprehensive coverage and have not been 
diverted into more detalled discussion of economic theory and methodology. This is 
excellent for the teacher and the able pupil but, in places, the lack of a fuller 
explanation of the economic issues and concepts involved (for example, in the 
important sections on macro-economic policy) raises the danger of leaving the 
uninformed/non-specialist student perplexed. It is a problem, of course, that we all 
face when teaching the discipline – how much prior knowledge of economics should 
be assumed? In this case the authors avoid giving an explicit exposition of economics, 
in effect assuming it 1s dealt with by others. The overall coverage of the book, while 
fairly comprehensive, 1s perhaps a little unbalanced in that about half of the text 1s 
given over to the two inter-war decades, when it may have been more representative 
to have given greater coverage to the half-century since the last war (perhaps with an 
additional divide in the early 1970s). Given this quibble, the authors do an extremely 
fine Job in the treatment of the material that 1s covered. They introduce the reader to 
the main literature and major issues without losing the chronological context. It is an 
excellent textbook which will provide not only a lively introduction to those new to 
the subject but also an authoritative refresher to more advanced students. 


Centre for Business History, 
University of Leeds MICHAEL COLLINS 


SOLOMOS М SOLOMOU, Themes in Macroeconomic History: The UK Economy, 
1919—1939 (Cambridge: Cambridge University Press, 1996. Pp.xi + 195. H/back 
ISBN 0 521 43033 X, £35; p/back ISBN 0 521 43621 4, £12.95). 


For those with under-utilised econometrics software, and an eye for applying the latest 
developments in economic theory, the inter-war years continue to offer a rich seam of 
research possibilities: time-series data 1n abundance (1f not quality); policy problems 
which are recognisably modern; and neat temporal boundaries — in short, a self- 
contained period which is clearly 'history' but without being so far from the present 
as to be an entirely ‘different country’. Thus in recent years the period, and the Britsh 
case in particular, has become the testing ground for competing theones of 
macroeconomic fluctuations, with the consequence that the volume of literature has 
mushroomed, with some of it very technical indeed. All of this is very exciting, but it 
poses something of a challenge for those set to teach the economic history of the 
period, not least because, on the whole, 1n Britain economics undergraduates know no 
history while history students are unversed in economics. In such circumstances, the 
former become prone to treat historical penods as broadly interchangeable when it 
comes to the application of theory, whereas the poor old history student 1s simply left 
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floundering, wondering what all the theoretical fuss 1s about. 

Such has been the transformation of our understanding of the inter-war period that 
a vade mecum through the literature, one both technically proficient but sensitive to 
the historical realities, would be most tmely Solomou's textbook 1s not such a work 
It 1s directed at only one of the consttuents (economics students studying economic 
history) and the histoncal context surrounding the policy episodes investigated 15 
pretty sparse. The level of technical analysis, however, 1s almost uniformly high and 
generally reliable. Indeed, as a quick introduction to some of the policy debates it 
would be difficult to better, especially as, 1n effect, Solomou has provided a summary 
of the principal developments since Steve Broadberry first surveyed this terntory 
within an explicitly macroeconomic framework ın his book The British. Economy 
Between the Wars (1986) 

There 1s much to commend in this new volume: it covers a lot of (mainstream) 
macroeconomic ground without entirely crowding out supply-side and more 
microeconomic topics such as firms’ pncing strategies, upon which tariffs and 
devaluation depend for their effectiveness. It provides a healthy balance between 
conceptual material, theory and the empirical record. A glossary is also included, 
together with guidance on further reading Occasionally, it 1s excellent; as, for 
example, ın the chapter on unemployment and the labour market. But behind all of this 
‘doubts lurk. how will economics students make sense of the theoretical and empirical 
debate when so little of the historical context 1s provided within which economic 
performance and policy were set? The recommended further reading does not address 
this omission. The coverage is also somewhat curious for what is billed as themes in 
macroeconomic history. Thus, whilst it 1s possible to argue that far too much attention 
has been given to the Keynesian solution, demand deficiency, public works and all 
that, and that these topics should not crowd out other contemporary policy 1ssues, it is 
nonetheless the case that they did dominate this period and beyond. Yet, in terms of 
formal treatment, the Keynesian solution gets but one page and this ın the very short 
concluding chapter, and with none of the technical 1ssues explained. The multiplier is 
conspicuous by its absence, as 1s the fiscal stance, whilst the discussion of cheap 
money 1s pretty truncated. This said, having no direct modern competitor, I suspect this 
volume will do rather well, though my students will be advised to read some history 
first. 


University of Bristol ROGER MIDDLETON 


DAVID CAMINER, JOHN ARIS, PETER HERMON and FRANK LAND, User- 
Driven Innovation: The World's First Business Computer (London: McGraw-Hill, 
1996 Pp.xxv + 401 ISBN 0 07 709236 8, £40) 


Lyons Electronic Office (LEO) was the first electronic computer to go into service for 
business data processing. Until the time that LEO arnved, computers had been almost 
exclusively used for scientific computation — number crunching. In 1949, J.R M. 
Simmons, a visionary manager in the British catering firm of J Lyons, decided to 
pioneer the use of the new technology of electronic computers for office automation 
Unable to interest an electronics manufacturer or a business-machine firm in this 
radical idea, Lyons’ management adopted the even bolder plan of building a computer 
themselves. LEO was such a success that several other firms asked for copies to be 
made, and Lyons spun off a subsidiary, Leo Computers Ltd, in 1955. Within a few 
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years, however, Leo Computers was eclipsed by the much larger Bntish computer 
manufacturers, English Electric and ICT, as well as American giants such as IBM. In 
the early 1960s Leo Computers merged with English Electric Computers, eventually 
to become a part of Britain's national-champion computer manufacturer ICL. 

The book under review is the third full-length book that has been written on this 
extraordinary story. (The first was J.R.M. Simmons, LEO and the Managers, written 
in 1962; the second was Peter Bird's LEO: the First Business Computer, published in 
1994. In addition there 1s John Hendry's excellent article "The Teashop Computer 
Manufacturer’, which appeared in Business History, Vol.29 (1987), pp.73-102.) A 
distinctive feature of this new volume is that it focuses on how the industry evolved in 
response to the demands of its users, and the application of LEO in industry. It is thus 
a welcome addition to the sparse demand-side literature on the business history of 
computing (to date most scholars have focused on the supply-side, typically producing 
standard corporate histories of computer manufacturers and software suppliers). 

The book is in two parts. The first part, written by David Caminer, describes the 
background to Lyons and the various LEO computers. Caminer, now retired, is one of 
the most highly respected people on the European computer scene. He started out as a 
sports journalist, was recruited by Simmons to work on LEO, and rose to become a 
director of Leo Computers; after the mergers of the 1960s he became a top-level 
manager in ICL. Caminer writes very well, and his scholarship would not shame a 
professional historian. Besides supplying a domestic and global context for the second 
half of the book, Caminer's account describes the close relations between 
manufacturers and users that very few previous writers have captured. 

The second part of the book consists of a set of personal accounts of the uses of 
LEO computers in various contexts and organisations. The organisations discussed 
include Lyons itself, Glyn Mulls Bank, Stewart & Lloyds, the steel company, 
Freeman’s mail-order company, and the General Post Office; the only major omission 
is a full account of the use of LEO in Ford or the otber British motor firms which were 
among Leo Computers’ leading customers. The authors of these chapters are all senior 
figures in the computer world (in some cases now retired). For example, there 1s John 
Aris, one-time director of the National Computer Centre, Frank Land, emeritus 
professor of information systems at the London School of Economics, Murray Laver, 
a former policy guru for MinTech, and Ninian Eadie, currently a board director with 
ICL. Most of these chapters are in tbe style of reflections and reminiscences, 
unsupported by documentation, but because of the stature of the writers — and 
exemplary but unobtrusive editing — they provide authoritative insights into the early 
British computer scene 

While this book largely concerns the history of supply-side computing, it also has 
relevance to present-day concerns about business re-engineering. In this respect ıt 
compares very favourably with James L. McKenney's well-received Waves of Change 
(reviewed 1n Business History, Vol.38 (1996), pp.132-3). It is strongly recommended 
as a personal or library purchase. 

University of Warwick MARTIN CAMPBELL-KELLY 


ISABEL LOBATO FRANCO, Compafiias y negocios en la Cataluña preindustrial 
(Barcelona, 1650-1720) (Sewlle: Universidad de Sevilla/Secretariado de 
Publicaciones, 1995. Pp.258. ISBN 84 472 0218 6, no price given). 


The author's aim 1n this book is to contribute to filling a gap 1n Catalan histonography 
consequent upon the priority which has been given to the study of the medieval period 
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and that since the eighteenth over the sixteenth and seventeenth centuries. The 
international role of the kingdom of Aragon in the Mediterranean 1n the medieval 
period 1s the explanation for the first of these emphases, the beginnings of Catalan 
industrialisation, and Pierre Vilar's brilliant thesis, La Catalogne dans l'Espagne 
moderne: Recherches sur les fondements conomiques des structures nationales (3 
volumes, Paris, 1962), that of the latter 

She fulfils this purpose by means of a micro-study of 151 commercial companies 
founded in Barcelona during the second half of the seventeenth century. Such 
companies, as the work of Vilar and others have shown, were the key institutions in 
the Catalan economy. Similar to the Italian commenda, they were flexible, of all sizes, 
and served to mobilise capital and complementary skills for all types of economic 
activity. Using the resources of Barcelona’s rich notarial archives, she provides precise 
details on, principally, their juridical and organisational aspects, showing how they 
were run, who belonged to them, the trades in which they were concentrated, the 
investments in them and their gains and losses. The bulk, she shows, was formed for 
wholesale and retail drapery actvities. The dominance of this trade reflects 
Barcelona's importance as an import centre for foreign textiles as well as 1n local and 
national distribution networks. A further cause for its prominence 1s that the trade 
served as a base for involvement in a range of other commercial initiatives, principally, 
again, ın importing and exporting. Dunng the eighteenth century the additonal 
investments came to extend to industrial production and thus wealth accumulated 1n 
draping playing an important part 1n Catalan industrialisation 

The book reads well, is based on painstaking and systematic research, connects 
effectively with the existing histonography and fulfils a useful role in demonstrating 
continuity between seventeenth-century commercial practices, and the region’s 
eighteenth-century expansions. However, the fact that 115 focus 1s on the institutional 
and administrative, rather than economic and financial, histories of these companies 
(sources for which barely exist), means that it is principally institutional continmtes 
which are illustrated. These are clearly a matter of some interest, showing Catalonia's 
‘modern’ economic growth to be based on medieval commercial practices, but their 
prioritising results, paradoxically, in the book 1n fact informing least about what 1t was 
intended to inform most. Tbe virtually timeless quahty of the Catalan company means 
that an approach of this kind to its history reveals little which 1s specific to the 
seventeenth century. Consequently the big issues of this period — the repeated shifts in 
the geographical focus of the Catalan economy (from a Castilian onentation at the end 
of the sixteenth century, to a Genoese and Sicilian one between then and the Catalan 
revolt, followed by a Marseillais and southern French phase and, finally, from the 
1670s, by a shift towards the Atlantic), the growing contrast 1n the areas's economic 
experience from those of Castile, the beginnings of commercial investment in proto- 
industry and the development of a flounshing export trade in primary products — are 
left, 1n a lively conclusion, as an agenda for future research Little is added to the 
pioneering work of Giralt, Fontana, Vilar himself, Martinez Shaw and, most recently, 
Torras about these questions. Much of the historiographical gap thus remains, though 
this lucid and engaging study provides some of the building blocks, inventories the 
issues and represents an eloquent appeal for further research. 


University of Sussex JKJ THOMSON 
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KEETIE E SLUYTERMAN and HUIBH VLEESENBEEK, Three Centurtes of De 
Kuyper: A History of Geneva and Liqueurs, 1695—1995 (Schiedam: De Kuyper, 1995. 
Pp.93 ISBN 90 802557 26, free from the publishers). 


This short, beautifully designed book should be compulsory reading for those who 
believe dynamic management essential for business survival, for it relates the story of a 
deeply conservative, family-owned firm. The present managing director 1s the tenth- 
generation descendant of Petrus De Kuyper and Anna Custers, who began business in 
1695. Their third son acquired a distillery and his sons, Johannes and Pieter, formed the 
partnership which makes De Kuyper one of the longest established Dutch companies. 

Dutch gin, or geneva, originated as a substitute for wine-based brandy and 
distillers exported a high proportion of output, as much as 85 per cent in 1771. De 
Kuyper was not immune to the accompanying susceptibility to fluctuations in 
international relations. From 1860 to 1880 home and export markets flourished but 
profits were not ploughed back. Instead they were used to solve the problem of family 
succession by purchasing securities which were used to settle claims on the estate 
without threatening the continuity of the business. The family in effect operated two 
businesses: gin-making and capital management. Two crucial] export agreements 
shaped the business: the first with Matthew Clark of London, which began 1n 1827 and 
lasted until 1993, and the second, 1n 1870, was with a Canadian agent, John Hope. By 
1900 these agreements accounted for 85 per cent of turnover. 

When spint consumption declined drastically in the early twentieth century, De 
Kuyper proved more successful in experimental marketing than rationalising 
production. It breached American prohibition, made cheap geneva from molasses 
spirit, began liqueur production and adapted sales techniques to consumption 1л the 
home. Again, export agreements ensured survival. In Canada it entered into joint 
ventures, the most successful being with Meagher Brothers in 1932, and by 1937 
Canada was its most important source of profit. Similarly, it formed a joint venture 
with National Distillers in the USA. Even greater adaptability was required during the 
Second World War both to replace imports, which De Kuyper did by making ‘Fine Ole 
Whiskey Blended Rye’, a concoction containing little whisky and a lot of essence, and 
to prevent employees being taken for forced labour in Germany; here ‘a flagon of 
geneva worked wonders’. 

After 1945 the Dutch distillers, like the Scottish, were forced to concentrate on 
exports. De Kuyper's great success in the 1950s was a new product, cherry brandy, 
which was particularly popular 1n England. In Canada provincial control of liquor sales 
proved advantageous to smaller firms like De Kuyper because sales costs were low and 
bills paid promptly. Privatisation of the liquor boards and repeated predation of its 
Canadian partner presented new problems. So too did the partnership structure, which 
was tax-inefficient and delegated poorly. The family tensions this generated are not 
explicitly stated but ultimately a holding company was formed. During the post-oil crisis 
recession De Kuyper tried diversification but initial acquisitions fared badly. What 
rescued De Kuyper was the acquisition of a chocolate producer, Baronie-de-Heer, whose 
profits now exceed De Kuyper's onginal activities. The authors express surprise at how 
the company could have done so well for so long on the slender foundations of two major 
customers and why it continued with the partnership structure. They argue the traditional 
approach was no testimony to failed management, for 'the first goal of a family business 
15 to generate income for the family and this goal was reached admirably'. 


Derwent College, University of York RON WEIR 
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UWE KEBLER, Zur Geschichte des managements bei Krupp Von den 
Unternehmensanfangen bis zur Auflosung der Fried. Krupp AG (1811—1943), Beiheft 
87 Zeuschnrift fur Unternehmensgeschichte (Stuttgart Franz Steiner Verlag, 1995 
Pp.348. ISBN 3 515 06486 9, DM 96). 


Three things are striking to any visitor to the Vila Hugel near Essen, these are. the 
importance of the humble beginnings of Krupp to the identity of the firm he founded; 
the astonishing growth of the plant, which dwarfed old Essen and the primacy and 
dominance of the family. Uwe KeBler has wntten a book on the management of this 
iron and steel works, which became the very symbol of German industnal strength. 

The book is divided into two major parts, with the analysis proceeding 
chronologically through to 1943. The first section deals with the managerial structure 
and KeBler briefly sketches the development of markets before descnbing ownership, 
managenal functions and organisational design in greater detail and providing some 
examples of the shaping of policy. The recruitment, selection and careers of the 
managers are the topics of the second, smaller part. KeBler analyses not only ther 
origins, but also educational qualifications, the age at which individuals reached the 
top and how long the elite of the 'Kruppianer' remained. A broad definition of 
management is used which 1s quite close to that which figured so prominently in the 
works of industnal sociologists such as Bendix. 

The detailed analysis provides a number of interesting insights, not all of which 
are made explicit The reader must estimate for him or herself the impact of the 
dominance of the firm by commercially onented managers, and the extent to which 
this accounted for Krupp's early competitive advantage. It seems that Krupp initially 
specialised 1n commercial/financial management and gained a competitive advantage. 
Some fruits of KeBler's painstaking research are, however, fascinating Technical 
managers, as 1s well known, were highly educated, and the number of doctorates 
among the higher technical managers corroborates this. However, the share of 
doctorates was even higher among the commercial managers, and this was part of an 
ongoing pattern where the fathers of these managers belonged to the 
Bildungsburgertum. The firm also attracted generalists who had learned the desired 
skills within the state's bureaucracy, so that the state became a substitute for a formal 
education. As a result those with a commercial background and expenence of their 
own — an apprenticeship — became specialists. 

KeBler's history 1s remarkably complete as a collective biography. It also provides 
a sound analysis of the business, but 1s not an easy read, providing detailed description 
rather than a sophisticated argument or narrative. In addition, the analysis has some 
weaknesses and the discussion 1s rather formal, whilst at times it is difficult to establish 
the book's central focus. Krupp's development 1s presented as a series of stages, 
starting with a personal enterprise, which changed into an entrepreneurial enterprise 
around 1870 and should have evolved into a managerial one. The whole presentation 
suggests that the book ıs part of the principal-agent debate, which:concentrates upon 
ownership structures. However, the emergence of hierarchies could be summansed 
here in one sentence, since the managers could not select a president from their own 
number. The firm, therefore, remained family owned and only became managerial in 
1968 As a result the approach becomes irrelevant since the family continued to own 
and control the firm throughout its history. 

The largest part of the book is not devoted to the principal-agent problem however, 
but to the internal workings of the bureaucracy This discussion, however, lacks a clear 
intellectual framework and the analysis is incomplete In pnrnciple, KeBler does not 
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want to analyse the behaviour of those in control Since managers are salaried 
employees by definition. However, is ownership important if the crucial topics for 
analysis are information processing and decision making? It is strange to see how self- 
chosen definitions become an uncomfortable bed of Procrustes. In Scale and Scope, 
Alfred Chandler did not worry about putting salaried general directors and controlling 
owners on a same footing, both as 'tested managers'. 

Krupp's 'iron law' was an irreversible process of growth and increasing 
specialisation. It is, however, important that historians identify the forces which made 
the expansion of the firm's boundaries 'automatic'. The book does not discuss to what 
extent institutional arrangements mattered, nor does it address the Chandlenan idea 
that the visible hand controls markets. One wonders whether the family's readiness to 
adapt was one of the major forces stimulating such growth. Perhaps one should not 
complain that such 1ssues are not discussed, for KeBler has already done so much. 
However, he occasionally mingles his story with opinions on career planning and so 
on, and offers asides on the often futile policy recommendations of economists of such 
diversions. Instead, I would have preferred historical insights linking internal 
workings and external relations of the firm, including the kind of speculations which 
make Fukuyama’s Trust so readable and contentious. Despite its shortcomings, 
however, KeBler's book 1s a Fundgrube and recommended reading for those who want 
a clear understanding of the genesis of management in a large family business. 


Rijksuniversiteit Groningen BEN GALES 


LOTHAR GALL, GERALD D FELDMAN, HAROLD JAMES, CARL-LUDWIG 
HOLTFRERICH and HANS E. BUSCHGEN, The Deutsche Bank, 1870—1995 
(London: Weidenfeld & Nicholson, 1995. Pp.xx 947; illus. ISBN 0 297 81606 3, £40). 


This book is a multi-authored history of the Deutsche Bank from its foundation in 
1870 until the present day. Each of the five authors writes on a specific historical 
period with Feldman serving as co-ordinating editor. The study is based on 
unrestricted access to the Deutsche Bank's records up to the 1950s, and the authors 
also draw on a range of other archival sources. The result is a substantial scholarly 
contribution to the literature on European banking history. 

Lothar Gall's chapters deal with the bank's early history before 1914. Deutsche 
Bank was conceived as a specialist bank for the finance of foreign trade, and in its 
early years its business looked very ‘British’ ın that it largely confined its activities to 
the granting of short-term commercial loans and taking deposits. By the second half of 
the 1870s, however, it was evolving towards the kind of universal banking model 
which came to be admired by critics of the British banking system. Gall provides a 
valuable discussion of the relationships between Deutsche Bank and German 
industrial companies which shows that it was far more complex than often appears in 
the more stereotyped pictures of German banking, though he concludes that the close 
relationship between banks and industry, and the willingness of banks to take risks in 
industnal promotions, was an important factor in German industnalisation. Gall's 
section also contains interesting chapters on Deutsche Bank's role in the life and 
society of Imperial Germany, its relations with the government, and its foreign 
business, though the latter could have benefited from a greater acquaintance with the 
English language banking and diplomatic history literature. 

The outbreak of the First World War shattered the world in which the Deutsche 
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Bank had grown so momentously, and the nature of its business changed radically. 
Feldman deals skilfully with the traumatic era of war, defeat, hyper-inflation and the 
banking crisis at the beginning of the 1930s. The reputation of Deutsche Bank and the 
other ‘great banks’ — already the subject of cnticism before 1914 for their excessive 
concentration of power — declined precipitately in this period. It was widely accused 
of profiteering during the hyper-inflaton, while its influence and relative power vis-a- 
ves industry declined. After a recovery 1n its standing ın the late 1920s, Deutsche Bank 
— which merged with the Disconto-Gesellschaft and several smaller banks in 1929 — 
was embroiled in the near-collapse of the German banking system in July 1931. Its 
refusal to participate 1n a loan to salvage the ruined DANAT-Bank led to accusations 
of a 'stab in the back' which contributed to the growing public hostility to capitalism, 
capitalists and Jews — as one of the key Deutsche Bank managers at the bank happened 
to be Jewish. Feldman's discussion of these complex and (especially in Germany) 
highly controversial events 1s noteworthy for its balance and lucidity. 

James discusses the even more controversial Nazi period in his characteristic crisp 
prose. The consequences of the banking crisis followed by the advent of the Nazi 
regime left the Deutsche Bank with little freedom of manoeuvre in any of its activities. 
As James writes, the bank's policies were the result of two alternative ‘strategies of 
adaptation. on the one hand, self-defence against the intrusions of party and state; but 
accommodation and compromise on the other' (p.282) James discusses the 
circumstances surrounding the dismissal of the Deutsche Bank's Jewish directors and 
staff, the bank's role in German expansion abroad, and the ‘extreme moral short- 
sightedness' (p.353) which resulted in its leaders offering minimal resistance or 
opposition to the Hitler regime. 

Holtfrerich provides а very detailed discussion of the Deutsche Bank's fortunes 
between 1945 and 1957 The Americans, unlike the Bnüsh, sought to dismantle the 
centralised German banking system and this led to Deutsche Bank being broken up 
into separate regional banks 1n 1948. In practice, the successor banks continued to co- 
operate closely, and in 1957 they amalgamated to form one bank once more. 
Holtfrench provides a valuable analysis of the role of the regional successors to 
Deutsche Bank in the inital stages of the ‘miracle’ economy, particularly by providing 
finance for the fast-growing consumer goods industries, and he also traces the re- 
establishment of the pattern of cross-directorships with industry which had prevailed 
before the Second World War 

Buschgen's analysis of the Deutsche Bank's history since 1957 is not based on 
confidential archives, although ıt contains a great deal of useful information about the 
bank. Its length of almost 200 pages testifies to the level of detail, as well as to the long 
quotations from annual reports and other sources. There were radical changes to the 
bank's strategy in this period. These included the diversification into retail banking 
from the end of the 1950s alongside the traditional corporate business, the great 
expansion of lending to small and medium-sized enterprises from the mid-1970s, and 
the internationalism of the bank’s strategy. The Deutsche Bank’s strategy in foreign 
markets was noteworthy for its caution Dunng the 1950s and 1960s it essentially 
relied on a network of correspondents in foreign markets, and 1t was also a participant 
in an important consortium of European banks which became EBIC ın 1970. It was 
only 1n the 1970s that Deutsche Bank opened branches in London and New York, and 
only at the end of the 1980s that it made a large foreign acquisition in the shape of 
Britain's Morgan Grenfell, which provided the means for Deutsche Bank to penetrate 
international investment banking on a large scale. The cautious, but highly successful, 
international strategies pursued by Deutsche Bank provide an instructive contrast to 
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the series of unfortunate foreign fiascos experienced by large British banks over the 
last two decades. 

The Deutsche Bank's sponsorship of such a work of scholarship can only be 
praised, and 15 a tribute to the enlightened, liberal and confident attitude of its current 
management. The book is replete with interesting information and analysis, and should 
be compulsory reading for any British scholars or politicians who cling to stereotyped 
images of German banking. In some ways it is a pity that business historians were not 
more closely involved in the project, because the fundamentally macro-economic and 
political orientation of this team of writers means that some perspectives and issues are 
not fully explored. For example, there is little in the book about the bank's financial 
performance, or how this performance compared with that of other German and 
European banks. Holtfrerich mentions the large secret reserves disclosed in 1952 
(p.462), but the previous authors make little or no comment on this issue. The book's 
length will also pose powerful barriers to entry to all but the most enthusiastic 
researcher, and it is at least arguable that a more tightly written book would have 
revealed more. However these are more observations than criticisms of a book which 
contributes a great deal not only to European banking history, but also to the political 
and economic history of modern Germany. 


University of Reading GEOFFREY JONES 


LARS GISNAS, Jakten рд kjempemarkedet: Norsk business i Singapore (Bergen. 
Fagbokforlaget, 1995. Pp.184; illus.; maps. ISBN 82 7674 151 7, NOK 250). 


Not much is written on the development of Norwegian foreign direct investments 
(FDI). One reason for this is that Norway was the home country for only a handful of 
multinational enterprises (MNEs) until the 1960s. However, during the 1970s and 
1980s many Norwegian companies changed into MNEs This change calls for research 
on two questions: first, how did Norwegian business organise its international 
activities before the expansion of Norwegian MNEs from the 1970s. Second, how 
should we describe and explain the changes in the 1970s? 

Gisnás' book on the evolution of Norwegian business interests in Singapore is а 
useful contribution to both questions. Singapore is a very interesting case since it is the 
developing country where Norwegian industries have established most manufacturing 
plants. Gisnás follows the development of Norwegian business interests in Singapore 
from the first time Norwegian ships began to visit Singapore regularly in the 1860s, to 
the establishment of a Norwegian business community in the 1950s, and to the first 
investment in production units from 1965 and further into the 1970s and 1980s. 

Shipping and business communities abroad are key words for the understanding of 
the relatively strong position of contemporary Norwegian business interests in 
Singapore. Because of its shipping industry, which in 1939 was the fourth largest fleet 
in the world, Norwegian business has traditionally been much more internationally 
oriented than the low score on figures on MNEs and FDIs suggests. The shipping 
industry has not only contributed financially to the economic growth of the country. It 
has also contributed to the development of managenal and organisational skills ın 
dealing with intemational affairs. This competence has been connected not only to 
shipping companies, but also to ship brokers, insurance companies, trade agents and 
$0 On. 
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People connected to the Norwegian shipping industry represented the centre of a 
new business community of Norwegians working 1n Singapore from the early 1950s. 
In 1952, the first Norwegian company registered in Singapore, Thoresen & Co. — an 
agency for the Norwegian shipping company Bruusgaard Kigsterud & Co. — was 
established. It was followed by another agency — Wallem & Co. - in 1958. Both 
companies had their origins in Norwegian companies with offices in China from the 
late nineteenth century, and the establishment of agencies 1n Singapore represented an 
extension of their activities 1n Ásia. 

Employees from these firms and other service companies that followed soon 
established different associations and social networks in a way that 1s common among 
expatriates. Simultaneously the semi-public Norwegian Export Association, in close 
contact with the Norwegian community in Singapore, began to encourage Norwegian 
companies to establish in Singapore. The new interest in Singapore 1s also illustrated 
by the fact that the number of ship’s calls by Norwegian ships doubled from around 
600 1n 1955 to around 1,200 in 1967, followed by an increase 1n the number of offices 
and agencies run by Norwegians in Singapore. While four Norwegians had lived in 
Singapore in 1952, the number of Norwegians had increased to more than 70 ın 1967 
Among these were some businessmen (ship agents and ship brokers) who worked hard 
to attract more Norwegians to the country, and focus on Singapore as a country for 
investment in manufacturing industry. These men began to organise groups of 
Norwegian businessmen who wanted to learn more about Singapore. 

While the Norwegian Export Association withdrew from Singapore for more than 
15 years in 1959 after Norway had joined EFTA, the activities of the Norwegian 
expatriates in Singapore continued. In this way the Norwegian business community in 
Singapore became an active force that continuously worked to pull Norwegian 
investments to Singapore. By combining local knowledge and experience from 
shipping activities, the small Norwegian business community in Singapore had 
developed skills that were very helpful for the first Norwegian investments in 
manufacturing units. 

The book is based on a history thesis, and Gisnás has tried to transform an 
academic thesis into a book for people who in the mid-1990s are interested in 
Singapore as a commercial market. Those who want to know more about his sources 
should therefore consult his unpublished thesis, since the book has very few 
references. This transformation has been successful in that Scandinavian businessmen 
who want to do business in Singapore will have a lot to learn from the book. The 
strength of the book is the detailed description of how Norwegian business interests in 
Singapore evolved. Gisnás also shows that he knows some of the theories on FDIs, but 
without adding any new perspective himself. The question that business can learn from 
history 1s, however, 1n this case more or less unanswered since businessmen have to 
draw many of their conclusions themselves. No doubt, Gisnás could have helped them 
more by being more precise 1n his theoretical and analytical work. This does not mean 
that the author and the publisher should not be congratulated for making all this 
historical knowledge available for businessmen who want to do business, and for 
researchers who want to dig deeper into the history of Norwegian FDIs. 


Norwegian School of Management ROLV PETTER AMDAM 
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FRANKLIN H ADLER, Italan Industrialists from Liberalism to Fascism: The 
Political Development of the Industrial Bourgeoisie, 1906-1934 (Cambridge: 
Cambndge University Press, 1995. Pp.xv + 458. ISBN 0 521 43406 8, £40). 


Adler's book contributes to the literature on the rise of Fascism by examining the 
attitude of Confindustria, the employers' association. It makes two basic claims. The 
first is that Confindustria did not throw in its weight behind Mussolini, at least not 
until 1925, when it had no other option. Rather, industnalists favoured a continuation 
of the liberal regime in the political sphere, just as they remained faithful to their brand 
of 'liberal-technocratic productivism' in the economic one. Like the rest of the ruling 
class, Confindustria hoped that an injection of Fascism would help secure political 
moderation and social stability but, contrary to Marxist and Radical claims, they were 
not party to Fascism's rise, nor did they encourage its methods. 

The book's second claim is that Confindustria failed to provide the liberal bloc 
with the leadership they so badly needed. Despite having succeeded virtually single- 
handed in breaking the revolutionary challenge posed by the workers’ movement in 
1919-206, the industrialists failed to capitalise on their economic ascendancy to reshape 
the political arena to their advantage. The liberals remained driftless and allowed 
Mussolini first to pick them out one by one and finally to confront them and defeat 
them. Soon Confindustria's only option was to work from 'the inside', trying to shape 
the regime and neutralise its most unwelcome tendencles, such as Rossoni's 
demagogic syndicalism or the more radical versions of corporatism. By and large, 
Adler claims, thanks to their resilience and intelligent leadership, they were successful. 

Adler writes effectively and brings to bear on his maternal a good theoretical 
Insight, which allows him to illuminate a number of key ideological disputes of the 
time. Among the best sections of tbe book are those discerning between the different 
views of corporatism held by Bottai, Rossoni, Rocco and Mussolini himself. Equally 
well depicted are Confindustria's views on issues of industrial relations as well as on 
‘scientific management’ and Americanisation. 

One of the book's most serious limitations is the paucity of new sources it draws 
upon. Its claim to originality lies in the scrutiny of Confindustria's official press, 
topped up by a sprinkling of documents from the association's archives — a basis too 
slender to support Adler's elaborate intellectual architecture. Indeed, one of the key 
questions underlying his whole argument — and one that he falls effectively to pursue 
beyond the first two chapters — relates to the representativeness of Confindustria itself. 
Its leadership belonged to the liberal, export-oriented wing of Tunn and Milan 
industrialists, leaving out the heavy industrial conglomerates such as Ilva and Ansaldo, 
which had built up their fortunes during tbe war. Although somewhat debilitated by 
post-war restructuring, these circles remained influential and their contribution 
towards an authoritarian outcome of the crisis cannot be discounted. In any case their 
differences with Confindustria would seem to have been substantial over a range of 
issues, from tariffs to fiscal, monetary and industrial policies. 

Ultimately the value of Adler's contribution lies in a perceptive discussion of a 
vast body of secondary literature. Many of his ideas — such as the autonomous nature 
of Fascism, the failure of the bourgeoisie to accommodate an emerging pluralist mass- 
based democracy — have been already articulated, in different ways, in the works of De 
Felice, Lyttleton, Vivarelli and others. Although Adler does add some interesting 
dimensions of his own, he does himself no favour by failing to fully contextualise his 
work within the main scholarship of tbe field. 


University of Manchester RUGGERO RANIERI 
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GORDON W MORRELL, Bntain Confronts the Stalin Revolution. Anglo-Sovet 
Relations and the Metro- Vickers Crisis (Waterloo, Ontario: Wulfred Laurier University 
Press, 1995. Pp.ix + 204; illus., ISBN 0 88920 250 8, $34.95). 


Anglo-Soviet relations were sent into crisis in 1933 by the Metro-Vickers affair. In 
April six engineers employed by the Metropolitan Vickers Electrical Export Company 
were put on trial in Moscow. Along with 11 Soviet citizens, they were accused of 
‘wrecking’ at power stations where they had worked on technical assistance contracts. 
The arrest of the engineers had far-reaching effects on relations between the United 
Kingdom and the Soviet Union. It also came at a crucial time in Soviet history, in a 
period of economic crisis between the first and second five-year plans and at a time 
when the particular characteristics of the Stalinist regime were beginning to emerge. 

Morrell's book reviews the affair and its consequences in the context both of 
international relations and the domestic situation in the Soviet Union. It starts with a 
review of the activities of Metro-Vickers and its engineers 1n the Soviet Union after 
1917. The core of the book 1s concerned with the interrogation and trial of the Metro- 
Vickers engineers and the diplomatic interchanges which took place between the two 
governments. These chapters include insights into the relations between the Moscow 
Embassy and the Foreign Office. Morrell also relates tbe legal process against the 
engineers to developments in the Soviet legal system for the trial marked an important 
stage in the development of the career of Vyshinskli, who was subsequently to play a 
key role in the show trials which took place later in the 1930s. 

The key question 1s: why did the Metro-Vickers affair take place? That the 
engineers may have been involved in activities which could be classified as industrial 
espionage does not fully answer the question. Notwithstanding possible Metro-Vickers 
links to tbe British Industnal Intelligence Centre, given the nature of the technical 
assistance contracts, foreign specialists working in the Soviet Union on such contracts 
were in a position where they could easily be accused of wrecking. Authors have linked 
the arrest and trial of the Metro- Vickers engineers to developments concerning trade 
and diplomatic relations between the United Kingdom and the Soviet Union, to the 
campaign within the Soviet Union against ‘bourgeois’ non-party technical specialists 
which took place during the years of the First Five Year Plan and to the development of 
the Stalinist system of oppression which was to result, later in the 1930s, ın the purges 
and the show-trials. In his conclusion, Morrell argues that, given its high profile and its 
apparent co-operation with the Industnal Intelligence Centre, Metro-Vickers was the 
most likely target. Throughout the book, he sees the affair as representing a 
combination of both international and domestic influences, a product of domestic 
tensions and of a wish to challenge the 'bourgeois-capitalist' order the United Kingdom 
represented. However, the evidence which would enable us to provide a full answer to 
the relationship between these two aspects and to the questions about the tigger which 
initiated the affair and its timing still lies in the Russian archives. 

From the general business history perspective, this book illustrates very clearly the 
problems facing businessmen working in an 'alien' environment under an oppressive 
regime at a time of social and political instability. It shows the difficulties of working 
out a modus vivendi with such a regime and the way in which troubles can result from 
a failure or 1nability to recognise changes which are taking place and the potential 
vulnerability which can anse in such situations as a consequence of developing close 
working relationships with the local personnel. 


University of Exeter ROBERT LEWIS 
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GERHARDT KUMMEL, Transnationale Wirtschaftkooperation und der 
Nationalstaat. Deutsch-Amerikanische Unternehmensbeziehungen in den dreigiger 
Jahren. Zeitschrift fur Unternehmensgeschichte. Betheft 89 (Stuttgart: Franz Steiner 
Verlag, 1995. Pp.298. ISBN 3 515 06808 2, DM 96). 


During tbe 1930s a conflict developed between Washington and Berlin. The Roosevelt 
administration wanted to lead the Western world to international co-operation and 
open markets. National-socialist Germany used its bilateral trade and clearing 
agreements to form an informal empire in eastern Europe. The Second World War, and 
the rivalry between the two countries during the 1930s that preceded it, can be 
described as a Strukturkonflikt that influenced all aspects of the relation. Two types of 
international economic relations were important In this period: normal relations based 
on free trade and the most favoured nation clause, and bilateral trade based on 
inconvertible currencies. The latter was systematised by Schacht, president of the 
Reichsbank and minister of economics during the first years of the Nazi period. 
According to Kummel, the USA and Germany were strong enough to get their own 
way and were not strong enough to obstruct the policy of the rival. The situation never 
became a real trade war, but it influenced all contacts between the countries. In his 
book Kummel investigates not only the difficult economic and political relations, but 
also the way individual companies adapted to the changing situation. He tells how 
General Motors bought (during the Weimar Republic), the Opel factory and became 
an important German car producer. In the next case he describes how Ford also 
became an important German producer but had more difficulties gaining a foothold 1n 
the German market. The next case is about IG Farben and its influence on the 
Amencan chemical industry. Kümmel's final case study deals with the relations 
between electronics industries. In all cases Kummel sees a process of international 
economic integration during the 1920s and of disintegration dunng the 1930s. It 
proves, be thinks, that economic interests did no« have the power to change the 
political environment. Politics determined the situation. 

Kümmel's study is typical of the German academic tradition and is extremely 
erudite. He visited every archive 1n Germany and the USA that has any connection 
with his subject. There 15 much detailed evidence about individual companies ın his 
book. The problem is that Kummel aimed to write a business history of some 
multinational companies in a period of divergence between two countries. At the same 
time the history of the development of the two economic systems and of the political 
and trade relations between two countries also diverged. In addition he wanted to use 
diverse theories of rivalry. As a result the structure of his work has become obscured. 
More seriously, Kummel is not a specialist in the subjects he covers. It is misleading 
to suggest that the bilateral trade policy of the Weimar Republic or of the Schacht 
penod is anything but an extreme solution for an extreme economic situation. Only 
after 1936, when Schacht, who was more conservative than Nazi, was no longer in 
Charge of the economy, was it used as an instrument in power politics. Another 
problem 1s that Kümmel has not made clear why he thinks the rivalry of the USA and 
Germany was the most important conflict in the late 1930s. In addition there were 
other important nvalries and other actors. It 1s not true that America became the leader 
of the Western world with the Tnpartite Agreement of 1936 between France, Britain 
and the USA. Kummel has provided much interesting information. However, his book 
suffers from a weak structure and from its considerable breadth. 


Universiteit Utrecht, The Netherlands HEIN AM KLEMANN 
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JOHN LOGUE, SERGEY PLEKHANOV and JOHN SIMMONS (eds.), 
Transforming Russian Enterprises: From State Control to Employee Ownership 
(Westport, Connecticut and London: Greenwood Press, 1995. Pp хуш + 285. ISBN 0 
31328748 1, £51.95). 


This volume constitutes a welcome addition to the now expanding literature in 
English devoted to the process of economic transition in eastern Europe and the 
republics of the former Soviet Union. The initial chapters cover familiar ground in 
their examination of the relatively unsuccessful course of Soviet economic reforms 
since the death of Stalin, culminating 1n an analysis of Gorbachev’s initiatives with 
their emphasis on managenal independence, contracting and financial self-sufficiency 
These proved effective in diminishing the entrenched powers of the central planning 
apparatus but failed to create market-oriented structures to replace it 

It was only in the autumn of 1992, almost a year after the collapse of the Union, 
and the beginning of 1993, that the process of privatisation began to accelerate with 
the distribution of vouchers, nominally worth 10,000 roubles and exchangeable for 
shares, to the Russian population, but, as Sergey Plekhanov points out, the Russian 
government’s real intention was to create a stock market and, given the perceived 
widespread ignorance of capitalism among the populace, it expected share ownership 
to become concentrated 1n the hands of a minority. In other words, the distribution was 
a device in dismantling the system of state ownership 

However, in the course of 1993 a combination of managerial resistance, the 
urgency of privatisation for the government's political credibility and a groundswell of 
popular suspicion and fear that state assets would be appropriated by a wealthy elite 
(often with mafia links), encouraged the transfer of over 70 per cent of enterprises to 
manager-led work collectives, owning the bulk of common stock frequently in breach 
of the legal restrictions on insider share ownership. 

The authors, in common with most other Western analysts of the Russian scene, 
appear to view property ownership as a crucial factor in enabling a Russian democratic 
future. Unfortunately, the character of Russian privatisation, driven and amended as it 
was by politically entrenched interests, has several deficiencies, not least in the 
restriction of sources of new capital. Managers were not necessanly adaptive or versed 
in modern techniques and are often restrained in their discretion by their co-Owning 
workforce 

The six case studies discussed in this volume, however, are portrayed as relative 
successes These enterprises, involved respectively in the manufacture of ventilators, 
cranes, polymers, aviation parts, furniture, electrical machinery and machine tools, 
include some well-known names from the Soviet period such as Krasny Proletary and 
the Saratov Aviation Plant Most had taken advantage of Gorbachev’s devolutionary 
programme from 1989 to escape state control and ministerial interference through a 
central, non-state entrepreneurial association known as BUTEK as a first step towards 
co-operative ownership. In some instances, this had allowed managements to buy or 
lease new equipment to operate alongside plant which remained the property of the 
state before final privatisaton АП the examples illustrate the value of managerial 
teamwork, restructuring the management system and the encouragement of worker 
training and responsibility, and all had engaged western consultants, although it 1s 
interesting that, 1n at least one case, their advice was found to be too remote and 
academic. 

The book concludes with a largely positive view of employee ownership, drawing 
upon the experience Employee Stock Ownership plans in the United States The 
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virtues of such schemes, which are held to mirror the aspirations and prospects of the 
Russian companies examined here, are, among others, the avoidance of excessive 
centralisation and bureaucracy, a culture of egalitarianism whilst retaining managerial 
authority, the introduction of new incentive systems, an internal market for stock 
reflecting ‘real’ values, the possibility of trading stock between contracting firms 
(although the authors recognise that the marketisation of stock in Russia 1s inadequate) 
and a heightened concern for employee welfare and, cunously, the provision of social 
benefits. Here, it might be observed, there 1s a degree of continuity in that the 
enterprise played a crucial role in welfare in Soviet times. 

This volume makes an important contribution to Western understanding of the 
process of privatisation in the last two years of the Gorbachev era and of the 
experience of employee ownership since 1992. The case studies provide detailed and 
informative analysis of the managerial structures and strategies of the enterprises 
involved and much insight into the motives of the actors, both managerial and 
political. It is quite evident that the leaders of the enterprises cited in this book foresaw 
probable bankruptcy in a system of state ownership and were acutely aware of the 
disintegrative potentialities of the political climate. Given the near catastrophic 
collapse in Russian industrial production since at least 1991, there is room to doubt, 
however, the typicality of their example. 


Lancaster University MICHAEL PERRINS 


ALFREDO MARTÍNEZ BOBILLO, Empresas multinacionales, Estructura 
organizativa y functión financiera (Valladolid: Universidad de Valladolid, 1995. 
Рр.189. ISBN 84 7762 481 X, 1500 ptas). 


Alfredo Martínez Bobillo's compact and nicely written study of multinational 
enterprises, their organisational structure and financial behaviour appears under the 
imprimatur of the. University of Valladolid where the author first submitted the 
original version as a prize-winning doctoral dissertation. Although the work is based 
on a fair amount of original research and analysis, it is best viewed as a textbook for 
business and management students south of the Pyrenees and its principal aim is to 
locate his native Spain within the growing body of analysis on the origins and 
importance of MNEs. His conceptual approach, though far from lacking in originality, 
is greatly influenced by writings over the past four decades on the theorles of direct 
foreign investment, internationalisation, and economic transaction costs by such 
writers as Hymer, Vernon and Caves. Above all, his emphasis on the significance of 
market imperfections as an explanation of the raison d’étre of MNEs is well grounded 
in work carried out in the 1970s at the University of Reading by Buckley and Casson 
as well as the more eclectic approach of writers like Dunning. 

Bobillo’s main line of argument is that the wholesale restructuring of entire 
industrial sectors undertaken since the Second World War by MNEs, based 
overwhelmingly 1n the United States, Japan and western Europe, cannot be seen as 
altogether a purely technological phenomenon but has to be placed within the wider 
context of capital accumulation on a world scale. What differences exist, he asks, in 
the process of financial decision making of these giant MNEs and those of more small- 
scale Spanish enterprises? Is there, for example, some secret modus operandi which 
characterises the financial behaviour of the former as against that of the latter? When 
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presented with a similar situation or sequence of events, would MNEs and Spanish 
companies in the same sector behave ın the same fashion? The financial procedure of 
MNEs versus domestic enterprises is, of course, amply dealt with in the literature by 
writers who concentrate on both financial and non-financial criteria. While economists 
who focus on non-financial factors are prone to highlight such variables as market 
quotas, quality control or headquarters — subsidiary relations — financial analysis 
places the emphasis fairly and squarely on such criteria as the availability of internal 
funding, taxation and institutional characteristics. For his part, Bobillo’s analysis pays 
considerable attention to how institutional differences between national and multi- 
national enterprises can give rise to distinctive relations, problems and agency costs as 
between shareholders, investors and managers. In addition, distinct organisational 
structures employed by MNEs and domestic enterprises can frequently either help or 
hinder transactions and as a result bring down or raise transaction costs. 

Whilst I doubt that large numbers of students outside Spain will be able to take 
advantage of this challenging text, its publication once again bears witness to the 
growing contribution of Spanish economists and economic historians in the area of 
business administration and business history. It is pleasing also to be reminded that 
Spanish scholars are making important theoretical contnbutions as well as empirical 
observations in this field. 


University of Manchester JOSEPH HARRISON 


JACK HAYWARD (ed.), Industrial Enterprise and European Integration: From 
National to International Champions in Western Europe (Oxford: Oxford University 
Press, 1995. Рр.хш + 366. ISBN 0 19 827972 8, £35). 


This excellent book examines the transformation of industrial enterprise in western 
Europe since the late 1980s, in the wake of the far-reaching political and economic 
change ushered in by the single market project. Its primary focus is on the national 
firm and its metamorphosis from national champion to Euro-champion and 
international champion, exposed to the dual (and often conflicting) forces of European 
integration and globalisation. This book's distinctive contribution to the industnal 
policy debate 1s, in its own terms, to place the champion firmly at the heart of its 
analysis, discovering in the process that there 1s no stable half-way house along the 
continuum from national champion to international champion firm. The term 
1nternationalised national champion’ 15 therefore preferred, paradoxically 
encapsulating through its very ambiguity tbe reality of the west European firm in 
transition. 

The economic and political analysis presented here 1s at once national, sectoral, 
European and international. Four nation states come under scrutiny — France, 
Germany, Britain and Italy — each with its own approach to the national firm and to the 
quest from potential European solutions to 1ndustrial problems which can no longer be 
solved at the level of the nation. The French response, meticulously documented by 
Ehe Cohen, has lain in seeking to project its own industrial policy, characterised by 
high-profile grands projects, on to the European plane — an option effectively 
precluded by the Competition Directorate of the European Commission (DGIV), 
which has imposed, sometimes controversially, a liberal conception on the European 
economic order. Germany's organised market approach to industrial enterprise in 
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Europe is reflective of 115 own mix of market-oriented self-regulation and political 
regulation. But the domestic social market economy is increasingly under strain as 
Germany struggles to reconcile the new demands of globalisation (including the 
internationalisation of production facilities, for which the term 'glocalisation' has been 
coined) and unification (increasing the burden of German state debt) with 1ts former 
economic and social order. In Britain, where the emphasis has been on privatisation, 
deregulation, and the promotion of inward investment, the transition from the old 
conception of national champion to international firm 1s most advanced. Here, the 
traditional home-based model of the multinational company has given way to a more 
stateless form. Italy, by contrast, is the most inward-looking of the four. Whereas the 
years leading up to the advent of the single market were characterised by intense 
international restructuring on the part of European firms, the internal crisis facing the 
Italian political system at the time effectively impeded the development of national 
strategies for international economic growth. 

National comparisons are completed and deepened by further scrutiny of four key 
policy sectors — electricity, aerospace, air transport and telecommunications — together 
with a Franco-British collaborative project, the Channel Tunnel, operating as these do 
in both national and European contexts. 

If collective action at the European level was the result of the growing inability of 
nation states to bend firms and markets to tbeir will, this book makes it quite clear that 
the Community itself — suffering from 'persistent policy schizophrenia' (Wright, 
p.342), structurally ambivalent, ideologically divided, flirting with a strong 
competition policy, while offering tentative support for a nascent industrial policy at 
European level, and all too familiar with bargains and compromises — has to come to 
terms with its own deficiencies in this regard, magnified as these are by an 
increasingly intractable global market economy. 

Industrial Enterprise and European Integration deserves to be most highly 
recommended. It merits particular applause for its perceptive analysis of ambiguity: of 
national firms and their multifaceted hybridisation, of nation states and their at times 
uneasy co-existence with the European Community, of the community itself and its 
hesitant search for solutions to deep-rooted industrial problems. 


Royal Holloway, University of London MAIRI MACLEAN 


PETER WALTON (ed), European Financial Reporting: A History (London: 
Academic Press, 1995. Pp.xli + 287. ISBN 0 12 733930 2, £43). 


The editor states that this book 1s intended to serve as a tool in understanding 
contemporary financial reporting 1n most countnes in Western Europe, (p.9). Walton 
chose history for this purpose, and there is much of interest in the book, mostly 
accessible to readers with no technical knowledge of accounting. 

The book is a collection of original essays (15 histories, perhaps, rather than one 
as suggested by the ttle), including Walton’s introduction and an overview by 
Foreman-Peck together with 13 essays on the development of financial reporting 
within individual countries. They differ in coverage and emphasis: some embody 
explanations, some merely list the major events (mainly statutes). The countries cover 
most of the European Union (excluding Ireland, Greece, Portugal and Luxembourg), 
and include the four Scandinavian countries, Austria and Switzerland Despite 
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frequent acknowledgement in the book of the great influence of the 1673 ‘Savary’ 
ordonnance and Napoleon’s 1807 Commercial Code, coverage of southern Europe is 
notably weaker than the North — indeed, the essays on Italy and Spain are both rather 
short. The essays generally convey the cultural background of each country, and 
several refer to financial scandals that induced reform. Unfortunately, the book has a 
poor index, making it difficult to pursue themes from one chapter to another — a pity, 
since the book 1s otherwise well presented 

Of other comparative studies of financial reporting, Christopher Nobes and Robert 
Parker's textbook Comparative International Accounting (London, Prentice Hall), 
now 1n its fourth edition (1995), 1s better at explaining national differences, and does 
so worldwide. David Alexander and Simon Archer's European Accounting Guide (2nd 
edn., San Diego, Harcourt Brace) covers 21 European countries, each with a useful 
short history, although the Guude's purpose is to explain national accounting rules to 
investment analysts, the Introduction contains an overview of European accounting 
worth comparing with Walton's. J.R. Edwards (ed.), Twentteth-Century Accounting 
Thinkers (London, Routledge, 1994), explains the ideas of leading scholars in Finland, 
France, Germany, Italy, the Netherlands and the United Kingdom (as well as America, 
Canada, Japan and Australia). 

To my mind, there 15 one major weakness ın the book. It lacks a theoretical focus. 
While not wishing to trivialtse history or constrain 115 richness, I would expect a book 
aimed at ‘understanding contemporary financial reporting’ to include a greater degree 
of explanation. Some chapters attempt this (like those on Denmark and Germany), but 
there 1s little comparative analysis. Foreman-Peck’s idiosyncratic overview cannot 
integrate the themes. 

Alain Mikol expressly addresses histonography in his chapter on France (p.91): 


One could present the history of accounting in France by describing the work of 
the researchers, or by describing the content of official pronouncements, but one 
could equally give preference to the links between developments in accounting 
and those in technology (calculators, computers), or even show how accounting 
has evolved with the French socio-economic environment. Such a choice is not 
without consequences, ... Every presentation of the history of accounting 1s 
linked to a definiton of what accounting consists of: a technique for recording 
numbers, a legal algebra, a mechanism designed for use in calculating taxation, 
an independent discipline with a conceptual framework, a means of providing 
information for managers, and so forth. 


Mikol, however, like his follow authors, also chooses to describe the contents of 
official pronouncements. 

The book lacks reference to the greatest single influence on financial reporting — 
the nse of the large, managerially controlled corporate (and the resulting ‘divorce 
between ownership and control’); this history was so peculiarly Amencan that to 
ignore America 1s like writing a history of the twentieth century without references to 
war or the internal combustion engine. Even so, there are some valuable insights 
available in this collection. 


Lancaster University MICHAEL J MUMFORD 
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HOWARD B ROCK, PAUL A GILJE and ROBERT ASHER (eds.), American 
Artisans; Crafting Social Identity, 1750-1850 (Baltimore: Johns Hopkins University 
Press, 1995, Pp.xx + 251; illus. H/back ISBN 0 8018 5029 0, £37; p/back ISBN 0 8018 
5030 4, £14). 


The economic fate of American artisans, their vigorous republican politics, and their 
patterns of association, protest and adaptation to an industrial order have been key 
themes for US labour historians ever since Herbert Gutman's essays helped launch the 
American wing of the 'new labor history'. Yet subsequent monographs focused chiefly 
on northern cities, took relation rather lightly, and generally bypassed visual evidence 
of artisanal world-views and self-images. This collection’s 11 brief essays, derived 
from a 1990 conference, aims to broaden the contexts and approaches for research on 
craftsmen. Thus the editors present four studies concerned with southern artisans, 
three on politics, two biographies, and a pair of ‘iconographic’ interpretations. Though 
there are resonances among some of these essays, they chiefly present a diverse set of 
locations and lenses through which customary findings take on variegated and 
complex meanings. 

A brief review cannot consider all 11 contributions; hence I will highlight only 
those contributions that may hold the greatest interest for business historians. The 
southern studies, all by younger scholars, are plainly the most novel, yet two of them 
are quite disappointing. Christine Daniels’ attempt to delineate ‘craft dynasties’ among 
Maryland artisan enterprises makes the reasonable claim that higher levels of capital 
requirement were entwined with a pattern of sons apprenticing to fathers’ trades (for 
example in milling and tanning); whereas low capitalisations (tailoring, shoemaking) 
yielded weak intergenerational transmission. However, the thinness of her data (104 
datapoints on capital in 11 trades over 135 years) and its unhelpful tabular presentation 
show the argument’s uncertain empirical base. Similarly, Michelle Gillespie asserts 
that Georgia artisans were ‘planters 1n the making); some acquired considerable land 
and modest numbers of slaves. Here the absence of personal and business records 
hobbles the analysis; for Gillespie outlines no mechanism for accumulating the sums 
that such assets first-cost demanded. A land lottery is mentioned twice, but rests 
unexplored as an avenue to property. The cited manuscnpt 1820 manufacturing 
census, which could have been used to estimate incomes, was not used to this end. 

Far better are Tina Sheller’s treatment of indentured and convict 'servants" roles 
in filling Maryland’s colonial labour force and James Sidbury’s account of 
Richmond's slave artisans, 1780-1810. Sheller shows ably that, unlike farther north, 
‘legal status — whether on laboured in freedom or bondage’ — was the ‘definitive fact’ 
in Baltimore’s craft economy (p.26), that a soclal chasm separated the town’s masters 
and bound labourers, that the slave artisanry grew after the Revolution closed off 
incoming contract labour supplies, and much else Sidbury’s inviting analysis 
reconstructs business relations in a Virginia town where slaves, over a quarter of 
skilled workers (particularly 1n construction), established families and worked and 
drank alongside white and free black artisans. Sidbury’s study complements Charles 
Dew's classic research on slave labour 1n Richmond’s iron works, recently augmented 
by his stunning depiction of slavery ın a rural labour in Richmond’s iron works, 
recently augmented by his stunning depiction of slavery ın a rural iron business, 
Bounds of Iron (New York: Norton, 1994) 

The political and iconographic sections make fascinating reading, but more 
germane to business history are the biographical essays sandwiched between them. 
Here Gary Komblith and William Pretzer profile two antebellum printers, Jospeph 
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Buckingham and William Moore Buckingham, a perennially entrepreneurial 
Bostonian and advocate of mechanics’ dignity, rose several times from the ashes to be 
сгпѕреа again by market crises and wrecked finally in the 1857 Panic. Moore took 
another track. A Washington, DC, foreman printer, Moore clashed with his 
newspaper's owner in the 1830s while opposing trade degradation. His resignation, 
which tnggered a journeymen's tribute banquet, propelled him into two failed 
ventures, then to another Washington paper where he worked for 25 years as a salaned 
production manager and commenced a long ‘career’ in city politics and fraternal life 
The divergent courses of these principled men's lives are instructive for scholars 
concerned with better understanding the ideologies and chancy circumstances that 
shaped antebellum America's small businessmen. 

In sum, this collection has value for business historians who are interested in 
American craftsmen and small enterprises in the century after 1750 or seek to develop 
lines of comparison between European and American circumstances. АП readers can 
profit from contact with the collection’s two slave artisan sections, which to my mind 
are the gems the editors have on offer. 


Rutgers University; Hagley Museum & Library PHILLIP SCRANTON 


WALTER LICHT, Industrializing America The Nineteenth Century (Baltimore: 
Johns Hopkins University Press, 1995. Pp.xvi1 + 229. H/back ISBN 0 8018 5013 4, 
£32; p/back ISBN 0 8018 5014 2, £11.50) 


Within a century of escaping from British rule, the United States emerged as the 
world’s leading manufacturing nation and the pioneer of industrial corporatism. Walter 
Licht's book provides a survey of US industrialisation during the century before the 
merger boom of 1899-1902 and of the social tensions to which this gave nse. Drawing 
on a wide range of secondary literature, Licht takes issue with the so-called 
Progressive School's view of American industrial growth, which placed the northern 
victory 1n the Civil War at the centre of explanations of this phenomenon. Although he 
devotes one of his seven chapters to the war and the politics of industnalisation, Licht 
firmly rejects the idea that the redistribution of wealth and power traditionally ascribed 
to the Civil war provided a vital platform for subsequent industrial expansion. Growth 
of industry, he argues, was, in fact, a more continuous and long-term process, dating 
back to the very beginning of the nineteenth century, when manufacturing activity 
centred ın the north-eastern states, and thereafter spread gradually to other localities 
before and after the Civil War Moreover, early industrial activity took place in a 
variety of structures, ranging from the corporately owned mills of Lowell in 
Massachusetts to the workshops of Philadelphia and New York and the slave 
plantations of the south. In emphasising the scope and diversity of ante-bellum 
industrial activity, Licht leans heavily on the research of local and regional historians 
as well as recent estimates of growth rates produced by ‘new’ economic historians But 
his book 1s far from being a quantitative or econometric study of US industrialisation; 
on the contrary, the reader will search ın vain in this book for a table of data, a graph 
or an equation. What he or she wil] discover, however, 1s an elegantly written and well 
illustrated interpretative essay that clearly, and for the most part fairly, summarises a 
very large literature and stresses the impact of market forces, entrepreneurship, 
inventive activity, bountiful natural resources, population growth and urbanisation on 
economic change. On the whole, the approach adopted 15 descnpüve rather than 
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analytical. Specialists ір US economic history will probably be unsurprised by most of 
Licht’s conclusions while historians with a more theoretical or quantitative onentation 
to the subject will almost certainly find the book frustrating at umes. However, I 
suspect that the book is likely to appeal to undergraduates seeking a general survey of 
nineteenth-century US economic history. It will also serve as a useful text and source 
for historians seeking an introduction to the rapidly growing literature on the changing 
structure and organisation of Amencan industry before and during the age of Carnegie 
and Rockefeller. 


University of Hull DAVID RICHARDSON 


PAUL CRAVEN (ed.), Labouring Lives: Work and Workers in Nineteenth-Century 
Ontario (Toronto: University of Toronto Press, 1996. Рр.хи + 622; illus. H/back ISBN 
0 80020 0641 8, £42; p/back ISBN 0 8020 7594 0, £19.40). 


This book will be of more interest to business histonans than they probably imagine. 
For although it is explicitly and consistently concerned with work and workers, the 
editor and his contributors make clear time and again that labour can be understood 
only in terms of capital, workers only in terms of their relationships with their 
employers. The contributors' aim, it is explained, is to present 'a more capacious and 
nuanced account of the diversity of working people's experience than has been 
available previously. They illustrate, it is pointed out, the process of class formaton, 
the nature and meaning of work and labour relations, and what is described as ‘the 
unresolved contrast between the evidence of economic growth and the evident 
persistence of hardship and deprivation in late nineteenth-century Ontario’ (p.vill). In 
fact, even business historians with no special interest in nineteenth-century Ontario 
will benefit from reading most of the seven chapters, especially those on 'Labour and 
the Law’, ‘Rural Labour’, "The Shantymen', and ‘Labour and Management on the 
Great Western Railway'. 

Jeremy Webber provides what he calls 'a preluminary map of nineteenth-century 
Ontario labour law, describing its main landmarks, showing their relationship to each 
other, and identifying areas that are still terra incognita’ (p.106). He reveals that in the 
middle of the century the province adopted apprenticeship and master and servant acts, 
established full-time police forces and reformed the courts, whereas from the 1870s 
onwards the criminal provisions of the master and servant acts were repealed and new 
forms of administrative intervention were developed It is a map which, however 
preliminary it may be, 1s delineated with both style and authority and demonstrates 
very clearly the importance of understanding the legal context within which Canadian 
business operated. 

Other contributors too have interesting points to make about nineteenth-century 
Canadian business. Terry Crowley explores the relations. between farmers and 
labourers, suggesting, for example, that the qualities which made farmers successful 
businessmen often made them inconsiderate employers: many 'had struggled so hard 
to achieve prosperity that they drove their hired help with the same maniacal rigour 
that they displayed in their own work habits' (p.68). Ian Radforth examines the 
shantymen of the forest industry, discussing the many recruitment methods, both 
formal and informal, active and passive, that the lumber companies adopted in their 
search for labour. Indeed, in his chapter on 'Labour and Management on the Great 
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Western Railway’, the editor, Paul Craven, makes explicit the need for labour 
historians to study capital as well as labour, employers as well as employees. If we are 
to understand work on the railway, he maintains, ‘we shall have to leave the engine 
sheds and station yards for a tme, and look at the Great Western, not as an industry, a 
setting for work relations, but as a business, an opportunity for profit’ (pp.259—60). 
His research leads him to conclude that ‘the greatest watershed dividing the history of 
Great Wester labour relations in the early 1879s was not institutional but matenal. This 
was a fundamental change in the company’s labour costs in relation to income. In 
every department of the railway service, the long-term trend was for payroll costs to 
decline in proportion to mileage but to increase in proportion to income’ (p.391). 

It ıs an approach which informs many of the contributions to this volume, and 
reminds us yet again how much business and labour historians have to learn from one 
another. It as an approach which makes Labouring Lives of much wider interest than 
its title suggest. 


University of Wolverhampton JOHN BENSON 


RICHARD R JOHN, Spreading the News: The American Postal System from 
Franklm to Morse (Cambridge, MA, and London: Harvard University Press, 1995). 
Pp.xiv + 369. ISBN 0 674 83338 4, £31.50). 


Spreading the News exemplifies the kind of sophisticated and nuanced research that 
US postal history has long needed. Richard R. John breaks from the internalist, 
antiquarian tradition characteristic of so many post office histories to place the postal 
system at the centre of American national development 

The Post Office Act of 1792 launched the fist phase of US postal policy. The 
federal government rapidly extended the postal service throughout the expanding 
nation, and it conferred substantial mailing privileges on newspapers. The postal 
system thereby 'created a national market for commercial information and a public 
sphere for the discussion of national affairs! (p.282). After the ascension of Andrew 
Jackson to the presidency in 1829, the post office became less an instrument of state- 
guided development and more a resource for the emerging mass political parties. 
Despite the new orientation, the mails remained a vital resource for such voluntary 
associations as the anti-slavery movement. 

Postal operations represented a profound expression of federal power at a ume 
when the central government remained remote from most Americans. John's analysis 
develops this theme — one little appreciated by previous historians. The book thus 
follows ın the vein of recent work by social scientists such as Theda Skocpol who see 
the state as an independent and powerful actor. Most notably in John's study, postal 
policy served as a surrogate for a more direct federal program of internal 
improvements. 

A small cadre of officials at post office headquarters imaginatively translated 
policies enunciated by Congress into the day-to-day operations of government's most 
complex institution. John notes, for instance, that operating the post office required 
innovative management of three nationwide systems — transportation, communication 
and financial. Although the United States lacked the centralised bureaucracies 
prevalent in Europe, postal administrators exercised considerable power and 
discretion. Indeed, John stresses the рптасу of administration in much the way that 
Alfred D. Chandler, Jr., did 1n his studies of business institutions. 
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Although not principally a business history, Spreading the News nonetheless offers 
the field a number of valuable insights. The mails, of course, became a conduit for the 
flow of capital and the exchange of business correspondence. Less obviously, postal 
operations shaped many private endeavours. Contracts to carry the mail subsidised 
stagecoach lines, especially in the South and West. Even passengers preferred to ride 
on mail coaches because they adhered to regular schedules. At other times, the mails 
competed with the private sector. When businesses discovered that they could profit 
from their own rapid transmission of market intelligence, government officials quickly 
inaugurated postal expresses to reduce the informational advantages private parties 
enjoyed. 

Spreading the News mines primary sources more extensively than any other book. 
about the US postal system. John also integrates the latest scholarship from several 
historical subfields. He organises each chapter around a specific theme, but in a few 
Instances chapters trail off into subsidiary points. The writing, always clear and often 
felicitous, moves easily between high-level generalisation and the mundane details of 
the postal establishment. 

Despite its position as the largest, most pervasive unit of the federal government 
for nearly 200 years, the post office has attracted surprisingly little scholarly attention. 
Spreading the News partly remedies this oversight. 


University of Washington, Seattle RICHARD B KIELBOWICZ 


ESKO HEIKKONEN, Reaping the Bounty: McCormick Harvesting Machine 
Company Turns Abroad, 1978—1902 (Helsinki: Finnish Historical Society, 1995/96. 
Pp.319; illus.; maps. ISBN 951 710 022 1, no price given). 


Developed from a dissertation, this study examines the ways in which McCormick's 
reapers, binders and mowers were demonstrated and marketed overseas from the time 
of the Great Exhibition in 1851 to the formation of International Harvester in 1902. It 
is rooted solidly on the McCormick archives, consular reports and court records plus 
an extensive secondary literature based around Chandler and Wilkins on 
multinationals and accounts of agricultural change, primarily in Europe. The title is 
rather misleading because there is a good deal of discussion of the years before 1878. 
Indeed Heikkonen identified two phases of overseas activity: first from 1851 to 1879 
and second between 1880 and 1902. In the first period the US market was the priority. 
Overseas activities, which were Cyrus McCormick's personal sideline, were primarily 
based on the desire to use medals won in demonstrations and compeutions abroad as 
part of the publicity and marketing effort at home. Agents in Europe were licensed to 
manufacture and sell machines, but the designs were ill-suited to European farming 
conditions and were faced by competitive local products, often with technical 
advantages. The firm's strategy was clearly influenced by personal anupathies within 
the McCormick family. After 1879 Heikkonen identifies a more energetic corporate 
effort to sell abroad which culminated 1n the main growth in sales from 1895 in 
response to greater pressures in the home market. This 1dea of gradual development 
highlights the obstacles within and outside the business to success abroad In the end 
though the really explosive growth occurred from 1895 which still appears to be a 
change of policy and conditions at home rather than a case of continuity. The book 
provides some very useful tables on the distribution of overseas sales by region, 
including some breakdowns by product 
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Given the recent major contributions on McCormick's technology by Hounshell 
and on the firm’s activities in Russia by Carstensen, a good deal of this account revisits 
familiar territory and the basic conclusions are not novel. Heikkonen’s contnbution 
chiefly lies ın detailing the relationships with agents and dealers overseas and, though 
the theorctical approach 1s not developed, much of the material would be grist to the 
currently fashionable mull of institutional economics, the theory of the firm, and the 
problems of agency and contracts. Anyone interested in these themes will find useful 
examples and in this respect a little more on International Harvester’s multinational 
growth from 1902 would have been interesting to test how far, and 1n what respects, 
direct control of distnbution, marketing, and manufacturing overseas changed and 
improved the company’s performance. 


University of Glasgow MICHAEL FRENCH - 


ILEEN A. DEVAULT, Sons and Daughters of Labor: Class and Clerical Work in Turn of 
Century Pittsburgh (Ithaca, NY: Cornell University Press, 1995. Pp.xii + 194. P/oack 
ISBN 0 8014 8307 7 £9.95; h/back published 1990, ISBN 0 8014 2026 1 £25.50). 


The recent paperback edition of Sons and Daughters of Labor is a welcome addition 
to books which are financially accessible to undergraduates. Previously too expensive 
for use as supplementary reading on Amencan courses, presumably because its case 
study approach suggested limited implications, the monograph 1s now 1n demand by a 
wider readership. Not only does it remain a good example of social history but It 1s 
also a gendered history and currently there 1s considerable interest among women's 
historians about gender relationships. What then are the main findings of this cleverly 
crafted and well-written study of class and clencal work ın Pittsburgh in the late 
nineteenth and early twentieth centuries? 

Ileen DeVault addresses two central questions of interest to social and business 
historians: how workers cross the collar line between the blue and white divide and 
what were the opportunities for females and males in the rapidly expanding offices of 
the city's businesses? Using the enrolment records of the commercial Department of 
the Pittsburgh Central High School from 1893 to 1903, she has linked this valuable 
material to other statistical and local records to build a collective biography of clerical 
workers. Her analysis of the training, occupations and aspirations of these workers and 
their families offer insights into American social mobility and social stratification at a 
time when the tertiary sector was becoming important in understanding the 
mechanisms of the labour market. 

The Pittsburgh Central High School first offered a programme in business subjects 
in 1868. Then office work was perceived as the seedbed for developing managerial 
careers. For those manual workers who could afford extended education for at least 
some of their children here was an opportunity for upward mobility. The parents might 
command an acceptable standard of living and rank 1n their own communities, but they 
knew that commerce could offer greater job security and different status to their 
offspring. Yet within a generation the training given by the School ceased to be so 
promising. Changes 1n the business community pointed to limited and even dead-end 
occupations. Indeed office work had become a place where bookkeepers, accountants, 
secretanes and stenographers went and stayed rather than being a training ground for 
managers and proprietors. Why then did working-class parents continue to send their 
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children for commercial training? 

The answers are different for females and males. For daughters office work offered 
better wages, steadier employment and shorter hours. Moreover, working beside 
women 1n corporate offices could decrease their status. Though the sexual segregation 
of offices usually meant that they were not on the bottom of the business hierarchy, 
they were stuck 1n a routine job. Like their sisters, who could only dream of marrying 
into the upper echelons, they had crossed the collar line but only to become a type of 
pink collar rather than white-collar worker. The social status of office workers at the 
turn of the century was full of ambiguities. 


University of Nottingham MARGARET WALSH 


ERIC H. MONKKONEN, The Local State: Public Money and American Cities (Stanford, 
CA: Stanford University Press, 1995. Pp.x + 191. ISBN 08047 2412 1, $39.50/£30). 


This volume was not written exclusively for a history readership but also for scholars 
in political science, urban studies and other social science disciplines. Thus the normal 
evaluation standards for historical works should probably not be applied too 
rigorously. If judged strictly as pure history, the book exhibits serious organisational 
problems since the author shifts abruptly from chapter to chapter between an overly 
broad synthetic focus and narrowly minute discussions. The chapters that present new 
empirical evidence concentrate on localities in just a few states. Monkkonen employs 
sophisticated quantitative analysis in his discussion of municipal financing ın seven 
representative counties in Illinois. 

If the publisher would allow us the liberty of altering the book's tittle along the 
following lines — 'Exploratory Essays in Debt Financing by (mostly) small US Towns 
and Cites: Developmental Successes and Questionable Defaults' — I would feel freer 
to 1ssue a more positive assessment about its overall quality. Here 1s a case where the 
various parts add up to much more than the whole; certain chapters make valuable 
contributions to scholarship, whereas the text in its entirety remains uneven and 
disjointed. 

In this challenging and fundamentally innovative study, Eric Monkkonen explores 
the relatively virgin territory of municipal finance ın urban areas where the local 
leadership was seeking to advance local fortunes in the period from 1850 to 1950. The 
author argues that in most towns where voters agreed to float new bond issues to assist 
in financing local economic development, citizens typically benefited from their 
investment in infrastructure and manufacturing. He maintains that the isolated 
occasions when towns and cities failed to meet their debt obligations have been 
overblown and consequently have distorted our historical consciousness about the 
merits of public financial assistance to private enterprise. 

Sprinkled throughout the chapters are a series of revisionist theses. Monkkonen 
challenges the traditional argument of US urban historians that, after a series of 
financial crises, starting with the Panic of 1837, various state legislatures imposed 
unduly tight restrictions on the debt obligations of municipalities which impeded their 
future economic development. He shows instead that in most instances the municipal 
units invited the imposition of debt restrictions and later collaborated with state 
officials to circumvent the illusory and ineffective limitatnons. In another revisionist 
assertion, Monkkonen claims that, 1n Illinois at least, registered Democrats, including 
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local farmers, tended to vote in favour of new debt issues for developmental purposes 
more often than their enterprise-oriented Republican counterparts In a chapter entitled 
"The Politics of Spectacular Defaults’, the author examines public bankruptcies 1n four 
cities — Duluth, Minnesota, Watertown, Wisconsin; Memphis, Tennessee, and Detroit, 
Michigan. In these and other well-publicised defaults, the author argues that political 
considerations were often as important as financial stringency in leading 
municipalities to renege on their obligations 

Given the exploratory nature of this research assignment, I hesitate to raise too 
many criticisms, but one issue struck me as an odd omission. The author rarely 
mentions the functioning of the financial markets for municipal bonds; as a result we 
learn virtually nothing about the mechanisms for supplying funds nor the aggregate 
size of this investment sector I was disappointed too that he failed to cite in the notes 
or bibliography one of the best books on municipal finance and the problems of 
threatened local bankruptcy, Charles Morris's The Cost of Good Intentions New York 
Сиу and the Liberal Experiment (1980). 

The author has written a non-traditional book that was presumably designed to 
stimulate greater interest 1n how towns and small cities 1n the United States attempted 
to finance local economic development through the issuance of long-term bonds and 
other forms of indebtedness. The topic has been largely neglected and Monkkonen 
offers fresh hypotheses for urban and financial historians to test out 1n future research 
projects. 


University of Southern California EDWIN J PERKINS 


FRANK-JURGEN RICHTER (ed), The Dynamics of Japanese Organizations 
(London: Routledge, 1996 Pp.x1 + 208, illus. ISBN 0 415 13191 X, £45) 


It ıs fascinating to see how in unravelling the alleged mysteries associated with 
Japanese management and organisational style a multidisciplinary approach can 
provide some useful tools. Richter would certainly argue that this eclectic style has 
great utility, and in collecting together 19 specialists from fields as diverse as 
informatics, philosophy, mathematics and corporate culture, as well as management 
and business organisation, he provides some fascinating insights into the application 
of these varying methodologies to this crucial subject. Most notably, Richter wants to 
publicise the work going on in Japanese universities, providing at least a geographical 
link between the varying styles. There are three main sections to the book. Part I 1s 
concerned with establishing the foundations for a philosophy of organisational 
dynamics, Part II looks at organisational behaviour and the management of the firm, 
and Part III examines the links between business organisations and their external 
environment. The common theme which links these sections 15 the process of 
organisational self-renewal, Richter arguing in his frustratingly brief introduction that 
the Western management paradigm needs to adapt 1n order to incorporate what he feels 
15 an essential feature of the Japanese approach This emphasises how the book 1s 
aimed at 1dentifying the differences between Japanese and Western organisational 
characteristics, rather than their similanties, a theme which has over the last few years 
been most unfashionable. 

It would be 1mpossible 1n such a bnef review to assess the success with which each 
of the 12 papers contribute to Richter's proposed theme, but it is possible to identify 
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what are probably the most informative for business historians. In this context, 
Numagami, Ohta and Nonaka (in Part I) provide a challenging insight into equilibrium 
models and the proposed new self-renewing model by comparing the relative values of 
U-Form and M-Form business organisations. This is a theme taken up 1n Part II by 
Kikuzawa, who in attempting to apply critical rationalism to a study of organisational 
evolution provides some highly challenging views on the matrix (or bunsha) form being 
adopted in firms like Matsushita. Richter and Teramoto (in Part IIT) are more concerned 
with population ecology as a means of explaining how what they claim 1s the recent 
trend among Japanese firms of entering closer relationships with suppliers, customers 
and competitors. Ishihara and his colleagues, on the other hand, attempt to apply 
computational models to the examination of organisational processes, and in particular 
to quality control circles, focusing more on the internal dynamics of an organisation. 

Business historians interested in this multidisciplinary approach might 
consequently derive some benefit from dipping 1nto this book, especially by applying 
Richter's thoughts on organisational self-renewal. However, it is important to stress 
the limitations of this collection, because in compiling a collection of 12 chapters 
which are compressed into less than 200 pages it is inevitable that readers are only 
provided with brief forays into each of tbe methodologies. The book would 
undoubtedly have been vastly improved if the editor had written an extensive 
conclusion which drew together the varying themes of the three sections, while the 
individual authors should have been allowed more space to develop their themes. 
Another self-evident Hmitation is the failure to recruit any business historians as 
authors, creating the very clear impression that only recent developments are to be 
considered. Indeed, historical issues are either ignored or taken as read by most of the 
authors, reflecting an attitude amongst most social scientists which is the cause of 
much concern within tbe business history communuty. If this can happen in a country 
where business history has a well-established position in most universities, it does not 
bode very well for the discipline's future, and in this context self-renewal 1s vital if it 
15 to flourish ın the future. 


University of Leeds JOHN F WILSON 


ROBERT VITALIS, When Capitalists Collide: Business Conflict and the End of 
Empire in Egypt (Berkeley, CA, and London: University of California Press, 1995. 
Pp.xix + 282. H/back ISBN 0 520 08953 0, £40/$50; p/back ISBN 0 250 08594 9. 
£15.95/$20). 


This book is a worthwhile study, but is also a sad instance of a lost opportunity — an 
opportunity, that is, to communicate its subject matter to a wider readership than the 
narrow circle of political science specialists who will probably be the only people 
willing to make the effort required to read it. Its content is potentially very interesting 
to both business and economic historians, and indeed to historians of the Middle East 
generally, and its author is clearly both very knowledgeable and extremely 
enthusiastic. He has, however, produced an offering which can most kindly be 
described as ‘reader-unfriendly’. His prose is relentlessly dense, the pace and texture 
unvarying, and the alternating passages of analysis and narrative succeed each other 
without the kind of less demanding intrusions that enable the reader as it were to draw 
breath. His sentences are sometimes nine lines, a full paragraph 1n length, and highly 
complex in structure so that they are impossible to comprehend at a single reading. 
The result is that eventually the mind rebels and refuses to absorb any more of what is 
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being presented. Complex ideas and highly intellectual subject matter do not excuse 
this kind of thing: indeed the more complex the matter, the more important 1t 1s that its 
presentation be crystal clear. 

Vitalis’s concern 1s to present a reinterpretation of Egyptian political, and to an 
extent economic, history between the end of the First World War and the 1950s, by 
means of a detailed study of the conflicts between nval groups of indigenous 
businessmen and their foreign partners, for the contracts, concessions and so on that 
the politicians controlling the state were able to bestow. And although he does not 
provide any sustained comparisons with other countries emerging from colonial status, 
scattered references to developments elsewhere (particularly Kenya) do buttress the 
claim that his approach has a more than merely local relevance. The contribution he 
makes to the literature about the demise of colonial rule 1s not, however, what might 
have attracted readers of this journal to When Capitalists Collide had ıt been less 
impenetrable. For them the book's most interesting sections are those analysing the 
nse of ‘business groups’ in Egypt in the first quarter of the twentieth century, and the 
strategies they adopted to extend their interests in the fiercely competitive 
environment of its second quarter and the early 1950s, although it must be said that the 
emphasis is heavily on political strategies and business diplomacy, rather than on 
business strategies as such. Further, for those with interests in particular sectors, there 
is much relevant to the histories of the electricity supply and fertilizer industries in 
particular. However, the connecting theme running through Vitalis's work 1$ the career 
of the industrialist Ahmad Abbud, now a more than half-forgotten figure, but one who 
emerges as a crucial player in Egyptian economic development in this period. But it 1s 
indicative of the literary shortcomings of the book that we learn almost nothing about 
the man who 1$ 1n effect its hero, except his business activities — and the fact that his 
un-named wife was 'a Scottish national' (sic). And even 1f Abbud was a dull dog, 
which seems most unlikely, surely the same was not true of all his associates and 
rivals? Telling us something about these men (their gambling, their lavish villas, their 
mustresses?), or at least on occasion quoting more of their own words so that we could 
get some sense of their personalities, would have provided the colour, the anecdotes 
and the asides which might have induced the non-specialist to persist. Books on 
serious themes really do not have to be such hard-going as this one 15. 


University of Bristol CHRISTOPHER CLAY 


LEN RICHARDSON, Coal, Class, and Community: The United Mineworkers of New 
Zealand 1880-1960 (Auckland: Auckland University Press, 1995. Pp.vin + 344, illus., 
maps. P/back, ISBN 1 86940 113 1, $39.95). 


Richardson presents a comprehensive study of the mineworkers' movement in New 
Zealand from the pioneenng days of the coal industry to its defeat during the conflict 
with the government over the Emergency Regulauons imposed in 1951. The study 1s 
narrative in form and chronologically charts the ebbs and flows on the coal miners’ 
struggle to improve working conditions and wages. Together with the port workers and 
the seamen, coalminers shaped the new Unionism of the 1880s, the syndicalist 
movement from 1908 to 1913, and the post- World War II confrontation. The miners 
achieved their most impressive gains during the two wars and dunng the 1940s won 
their long-chenshed goals of a nationwide union, a comprehensive wage agreement, 
and government ownership. However, their success proved to be short-lived when 
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confronted with a political backlash, adverse demand conditions, and new open-cast 
mining methods which deprived the traditional coal hewer of his monopoly of skill. ' 

Such a brief overview does not, however, do justice to the richness of this study. 
Richardson challenges stereotyped views that miners were either a revolutionary 
vanguard or an isolated, hidebound group that was naturally disruptive. Instead, what 
emerges is a finely textured picture of a group of workers who sought to control work 
processes and preserve their own independence. Richardson skilfully blends social, 
economic, and political history to show how coal-miners operated in a wider context. 
Indeed, the early labour strife on the coal fields was as much a social and cultural 
conflict as 1t was an economic contest. Although they lived in geographically isolated 
communities, miners were not cut off from external influences. The coal-mining 
unions themselves played a prominent role ın linking coal regions within the country, 
bringing information about developments in Australia and Britain, and providing 
important contacts with labour organisations in otber industries. Yet, variations in the 
conditions within specific communities, regions, and even in individual mines, were 
significant in shaping the issues over which labour and management fought. (The 
numerous photographs that Richardson includes convey an impression of the coal 
towns and working conditions.) Miners were far from being an homogenous group; 
they were divided into changing ideological, occupational, and demographic factions. 
Nor was the structure of the industry static. These dynamic factors also influenced the 
nature of the conflict. , | 

Although Richardson's treatment is comprehensive, it left this reader wishing to 
learn more about specific constituents and operational matters. The Union Steamship 
Company was clearly an important factor in the industry yet in Richardson's account 
it appears as a shadowy influence. Similarly, miners’ ‘wives did much to preserve 
households particularly during strikes: what role did they play in shaping the 
communities 1n less extreme times? Richardson provides glimpses of how work was 
organised and how the coal firms marketed their products, but given the importance of 
conditions ‘at the point of production’ and the timing of large contracts fuller 
exposition would be useful. 

Coal, Class and Community is a lucidly written, skilfully researched scholarly 
account that deserves wide readership in New Zealand and elsewhere. For business 
historians it provides a sympathetic and extremely rich treatment of forces that shape 
the behaviour of a work-force. For those interested in New Zealand’s history, it offers 
a glimpse into what lay beneath the surface in the days when the coal-miners, along 
with the watersiders and the seamen, had a disproportionate influence upon the 
government and the economy. 


Victoria University of Wellington GORDON BOYCE 


CHRISTOPHER WRIGHT, The Management of Labour: A History of Australian 


Employers (Melbourne: Oxford University Press, 1995. Pp.xiv + 314. ISBN 0 19 
553549 9, £19.99). 


This 15 the fourth study ın a series written by members of the Department of Industrial 
Relations at the University of Melbourne and entitled ‘Australian Studies ın Labour 
Relations’. The idea of the book is to redress the neglect of the employer role in studies 
of the nature of work 1n Australia and to challenge the perception that management 
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was a weak and reactive party. The focus 1s on manufacturing industry since the 1870s 
which the author suggests was at the forefront of labour management reforms and 
where most of the historical data exist. 

The concept of labour management is subdivided into the three areas of 
employment relations, work relations and industrial relations. The book is organised 
into three broad chronological periods. From the 1879s to the end of the 1930s the 
main themes include the employer response to the introduction of state industrial 
arbitration mechanisms, and corporate efforts to reduce labour costs during the slump 
through such policies as contracting out and payments by result. In the full 
employment decades after World War II firms sought more consultative procedures 
and greater investment ın scarce labour. Since the 1970s human resource Management, 
as it has become known, has ranged across broad national agreements as symbolised 
by the prices and wages accord, and workplace negotiations such as enterpnse 
bargaining as part of the process of microeconomic reform. 

While Wright identifies the emergence of increasingly formalised labour 
management, particularly through internalised bureaucratic control, he sensibly resists 
the temptation to provide a strongly evolutionary or developmental interpretation. He 
suggests, instead, that there has been a cyclical repetition of similar policies 
particularly distinguishing the use of coercive (low trust) approaches when the 
economy 15 in recession and labour in excess supply, and more co-operative (high 
trust) policies when recovery generates labour shortages. For example, he shows that 
the current fashion for employee involvement parallels the participation movement of 
the 1970s, the joint consultation of the 1940s and 1950s, and Whitleyism ın the 1920s 

In each penod the adoption of innovative labour management strategies was 
heavily influenced by the practices of foreign multinationals such as General Motors 
and Philips together with large national corporations like BHP. The extent of the spread 
of particular policies, Wright shows, was limited by firm size and structure, work 
Organisation, labour activism and the attitudes and beliefs of individual managers. 

It would be interesting to know more about the many firms which did not adopt 
new labour management strategies or at least failed to follow the latest cyclical vogue. 
These firms presumably continued to follow the ‘simple personal supervision’ (p 18) 
which was particularly common at the end of the nineteenth century. Within such a 
characterisation, however, there might still be scope for co-operative cultures, 
consultation or adversarial approaches even though they might be less well 
documented and on a smaller scale. More about labour strategies towards white-collar 
workers and the management of ‘managers’ would also have been worthwhile and 
reflected the mult-tiered hierarchical structures of many modern corporations. The 
explicit use of relevant economic concepts such as wage efficiency theory and the 
principal-agent paradigm might also have given a sharper edge to some of the analysis 
These are just cavils about what 1s a valuable addition to the literature. It fills many 
gaps in our knowledge and provides a judicious and balanced historical account of 
labour management strategies in the leading manufacturing corporations in Australia 
over the last century. 


Australian National Untversity SIMON P VILLE 


ARNALDO BAGNASCO and CHARLES SABEL (eds.), Small and Medium-Size 
Enterprises (London: Pinter, 1995, Рр.уп + 171 Pb, ISBN 1 85567 309 6, £11 99). 


This volume provides a series of in-depth national case studies of the development and 
role of small and medium-sized firms, set strongly within the framework of industnal 
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districts or regions. It provides a mature and sophisticated commentary on the state of 
understanding of the SME phenomena, undertaken by a number of recognised scholars 
in the field. Published as part of the ‘Social Change in Western Europe’ series, it is not 
surprising that most of the contributions develop a sociological, socio-urban or policy- 
based perspective, which may not suit the taste of many with an interest in the subject. 
It 1s also worth noting that there is a disproportionate focus on the Italian situation, 
perhaps forgivably since Italy has provided such a striking illustration of local 
economies that have been capable of sustaining a dynamic small firms sector. 

The introduction is given by joint editor Arnaldo Bagnasco, who provides a 
valuable survey of the important cultural, political, and 1nstitutional factors that have 
promoted healthy small firm regions 1n the second half of the twentieth century. He. 
takes as his point of departure the startling contrast between Italy, a hotbed for 
flourishing small firms at one end of the spectrum, and the British ‘desert’ at the other 
end. Bagnasco has an engaging breadth to his arguments, and whets the appetite for 
what 1s to come, but as with any collection of essays the quality is variable. Some of 
the contribudons are very slight indeed, particularly that by Castillo on industrial 
districts in Spain. Others engage in a rather myopic inspection of local conditions and 
policies that make for dreary reading. Though worthy in their way, the two 
contributions that deal specifically with the Italian scene are rather pedestrian. There 
is, however, an interesting and challenging essay by Zeitlin, built around a speculation 
on why there are no industrial districts in the UK and why the environment ın Britain 
is so 1nimical to the smaller firm. Employing an overtly historical and comparative 
approach — which, unfortunately, is not present in most of the other contributions — and 
placing his analysis within a strong theoretical framework derived from Marshall, 
Zeitlin argues for the disappearance of small firms in the wave of company mergers 
and the growth of big business between the 1940s and early 1970s. Two critical 
developments contributed to this — the chronic collapse of a 'distinct artisanal sector, 
founded on separate legal status and embodied in autonomous representatives 
institutions' (p.110) coupled with post-war government policies that failed to promote 
industrial districts and healthy inter-firm linkages. The essay suggests a blueprint for 
small firm growth in Britain, based on the encouragement of what 1s called an 
‘industrial public sphere’, and strong and autonomous local government. 

Finally, there is an excellent conclusion by Charles Sabel, which places the 
potential of the European industrial district, dominated by craft production and capable 
of quick and flexible responses to market conditions, within a broader theoretical and 
predictive framework. Sabel draws challenging comparisons with the Japanese and 
German situations, and like Zeitlin 1s strongly conscious of the fact that any discussion 
of the future of craft firms must be contained within a policy framework that embraces 
the dominant forms of big business and recognised their often nationally distinct 
involvement in such phenomena as craft apprenticeships. With a useful bibliography 
and a relatively low paperback рпсе, the collection should find a place on many 
undergraduate reading lists, and may even be read by those who are 1n a position to 
influence the future of small and medium firms 1n Europe. 


University of Edinburgh STANA NENADIC 
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DEREK H. ALDCROFT and ROSS E. CATTERALL (eds.), Rich Nations ~ Poor 
Nations: The Long-Run Perspective (Cheltenham: Edward Elgar, 1996. Рр.хіп + 226; 
figs.; tables. ISBN 1 85898 059 3, £49.95). 


This book originates in a 'C' session of the 1994 International Economic History 
Congress, Professors Aldcroft and Catterall having assembled a distinguished group of 
scholars to address the issue of ‘Why the West Grew Rich and the Third World 
Stagnated’; it contains a medley of chapters on continents/regions, themes and 
theories. 

It is always easy to criticise conference volumes in terms of coherence and 
consistency. Here there is a marked tension between chapters based on original 
research and others that review the secondary literature, and between those that indeed 
consider the long-run while others focus on much shorter periods. Why, for example, 
do the chapters on Asia and Latin America survey 100 years or more while that on 
Аїпса focuses only on the post- 1960s period? Similarly, why does the contribution on 
capital markets cover events on the last three decades whereas that on demography 
ranges over several centuries? Most chapters adopt an institutional approach, but 
greater unity would have resulted had the volume contained a short review of theories 
of long-run development and, arguably, had all chapters examined change through the 
optc of neo-liberalism. As directly or implicitly acknowledged in the chapters on 
Africa, Asia, trade policy and capital markets, neo-liberal strategies are in vogue in 
several of the regions featured in tbe book. Other chapters might have made use of this 


Considenng the 'penalty of lateness', Aldcroft points to the importance of market 
formation, agricultural productivity, the role of overseas commerce, a ‘small’, non- 
predatory state and ‘flexible fertility’ in promoting development. Taken together, these 
factors account for the growth 1n per capita incomes and accumulation and widening 
differentials between rich and poor economies. Some of these arguments run counter 
to the findings of scholars such as Boserup who reject an uncritical application of 
negative neo-Malthusian approaches to the Third World The implication that 
demographics almost invanably accounts for relative and/or absolute decline in 
income in the Third World during the latter part of the twentieth century also needs to 
be treated with caution. For example, as Baer and Love hint, when writing on Latin 
America, income contraction in the 1980s was the result of government policy 
responses to the debt/loan crisis Perhaps the greatest paradox of this chapter 1s the 
oblique treatment of Gerschenkron, present in spirit but absent from the text or 
bibliography. 

David Good, writing about central and eastern Europe, provides new data on 
incomes for the post-1950 period to complement his earlier series on the pre-1914 
decades and draws on Gerschenkron’s concept of ‘growth spurt’ to analyse the extent 
to which territories of the former Habsburg and Russian empires managed to close the 
development gap with countries to the west. He concludes that post-1870 rates of 
growth were lower than might have been expected from the pre-1870 gap. This may 
be explained by institutional instability, reflected in the re-invention of political 
economy' every half-century (namely after the First World War and again after the 
Second). What will be the impact of the current, post-communist ‘re-invention’? The 
chapters on Africa (Stuart Jones) and Asia (John Latham) are confrontationally 
politically uncorrect. Latham argues that ‘colonialism was good’ and Jones that 
macroeconomic populism is the pnncipal cause of economic failure in sub-Saharan 
Afnca since the 1960s. Jones castigates official aid agencies, whom he holds 
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responsible for financing dictatorships and non-economic projects thereby sustaining 
bankrupt regimes and undermining previously viable economic institutions. African 
collectivism resulted in the abandonment of western norms and created obstacles to 
growth. Those Asian economies that have failed to sustain growth since the 1930s 
have been constrained by domestic political agendas that induced separation from a 
dynamic international economy. Werner Baer and Joseph Love examine the nature of 
the colonial beritage, pattern of export-led growth and post-Second World War phase 
of import-substituting industrialisation in Latin America to highlight the adverse 
consequences of inequality and failure to enhance the quality of human capital. 
Growth by concentration was hardly a sustainable model. 

For J.R. McNeill, “eccentric but paralle] marriage patterns’ explain why Japan and | 
western Europe developed and other regions did not. Rehearsing arguments about the 
economic, rather than the biological, determination of marriage and fertility on the 
Eurasian periphery, he points to the emergence of stabler and more predictable 
economic conditions. Subrata Ghatak and Utku Utkulu provide a post-1940s, three- 
country study of trade policy (Turkey, Malaysia and India), concluding that export 
growth can promote expansion of non-export sectors and that imports may have a 
positive impact but the dynamics depend on the supply and quality of human capital. 
Catterall considers the relationship between capital markets and development, 
emphasising that growth 1s more likely to result if markets meet wide requirements 
rather than serve as a revenue pump for government. Erik Reinert offers a 
Schumpetarian approach to the role of technology, finding that Schumpeter provides a 
theory of both development and underdevelopment. 

Business historians will observe that this volume confirms the importance of 
institutions in conditioning development and the policy environment within which 
organisations function and that particular attention is devoted to the state, 


London School of Economics and Political Science COLIN M. LEWIS 


MARK CASSON, The Organization of International Business: Studies in the 
Economics of Trust, Volume 2 (Aldershot: Edward Elgar Publishing, 1995. Pp.x + 209. 
ISBN 1 85898 230 8, £49.95). 


The prolific, knowledgeable and always stimulating Mark Casson presents herein a 
free-ranging collection of his own papers written between 1990 and 1994, some 
previously published, most not. Casson often uses history in his analyses and pushes 
the business historian to link history and theory. Thus, even though much of this book 
covers the theory of contemporary multinational enterprise, business historians will 
find it congenial. In this volume, Casson has found, for example, my ideas on free- 
standing companies belpful and has, in turn, added his own highly perceptive insights 
on this 1mportant type of British foreign direct investment and its network connections 
in the late nineteenth and early twentieth century. 

In recent years, writings on multinational enterprise have greatly expanded; yet, 
Casson always contributes fresh reflections. Currently, be is seeking to extend the 
internalisation theory of the firm to 1ncorporate managerial organisation and inter-firm 
networking. Control of transaction costs, in his view, sets the outer boundaries of the 
firm, while control of information costs is 'the major determinant of what goes on 
[inside the firm]' (p.123). Many authors see information costs as a sub-category of 


138 BUSINESS HISTORY 


transaction costs (as does Casson at times), but in Chapter 6 he makes a distinction 
between them 

Throughout this book — which combines exposition, analysis, and formal 
modelling – Casson's attenuon is on information costs those of collecting and 
processing information, as well as verifying 115 accuracy. Informanon costs are ‘the 
costs of [a single entrepreneur or managers] using information in decision making’ 
(p 123). "The boundaries of a firm are fixed,’ Casson believes, ‘by the need to assure 
the quality of the informaton that subordinates feed up to the entrepreneur’ (р.х) The 
honest sharing of information 1$ спіса] to the efficiency of inter-firm networks as 
well. Information ‘faces serious problems of quality control’ (p 49) When information 
is costly to obtain, a decision maker may opt to do without ıt. Large and small firms 
face different information costs. Casson includes culture, status and respect in his 
economic analysis, he is intrigued by the influence of ‘trust’ on information costs, on 
shirking and on technological innovation He discusses high- and low-trust national 
cultures 

In Casson's view, the United States is a low-trust nation, hence the need for formal 
rules. Recently, Francis Fukuyama, also arguing on the importance of trust 
(Fukuyama, Trust [1995]), has classified the United States as a high-trust country (in 
low-trust countries, ın Fukuyama's rendition, individuals rely on family to keep 
secrets). The two authors should be read jointly. 

Casson pioneered in the application of internalisation theory to international 
business. For Casson the principal factors favouring internalisation — that 1s, carrying 
on activities within the firm — are insecure property nghts (including unpatentable 
managerial know-how), quality uncertainty and the difficulties of enforcing collusion. 
All are related to trust, 'the greater the trust between two parties, the lower the 
potential economies of internalization’ (p 28) Network hnkages, he argues, rest on 
trust. 

Casson insists that we must consider institutional diversity ın international 
business. I think this 1s an important insight Casson does not confine himself to 
manufacturing multnatonals, but extends his arguments more broadly, including 
services and real estate. In all, this 1s a very satisfying volume — and one that students 
of the history of multinational enterprise will read with profit and pleasure 


Florida International University MIRA WILKINS 


DAVID N ASHTON and FRANCIS GREEN, Education, Training and the Global 
Economy (Cheltenham: Edward Elgar, 1996 Pp ix + 227. H/back ISBN 1 85278 970 
0, £45.95; p/back ISBN 1 85278 973 5, £14 95) 


The book arises from the authors’ dissatisfaction with naive versions of the widely 
held view that education and training stimulate economic growth. It benefits from the 
expertise which they have acquired from many years of research on the training 
systems adopted by countries in all parts of the world It is a book of timely reminders; 
despite the odd ray of hope, it 1s not a book to cheer you up 

Modern technology has encouraged a move towards greater skill intensity in the 
workplace; this has brought human resource development to the fore, with firms 
seeking fully to utilise the range of skills possessed by their entire workforce. Thus, 
conventional thinking goes, education and training are keys to economic prosperity. 

‘Not so fast’, say Ashton and Green. They challenge the conventional wisdom on 
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four counts. First, the link between schooling and productivity is more complex than 
that typically posited by human capital theonsts because ıt can be distorted by changes 
in the social and institutional environment. Once post-Fordism (or any other aspect of 
the sociopolitical environment) is not taken as parametric, one sees that ‘there can be 
quite viable routes to economic success which involve low levels of skill in the 
advanced industrialised world’ (p.34) . Second, the available econometric evidence is 
incomplete in a manner which is rarely acknowledged. The list of what we know and 
what we do not on pages 64-5 makes an admurable research agenda for those of us 
involved in the economics of education. Third, the authors take issue with the idea that 
global integration 1s proceeding apace. If it 1s not, then there may be horses for 
courses, and so the fact that education and training might stimulate growth 1n some 
regions means nothing for others. In denying global integration, the authors are of 
course in sympathy with the mounting body of evidence in support of ‘convergence 
clubs' of nations. Fourth, we know so little about the multi-dimensional character of 
the skill composition of the workforce in different countries that it is impossible to 
relate received theory to observed facts — the facts just are not observed 

None of the above observations requires a fundamental re-think of the way in 
which the proponents of human capital theory see the world. But they do all suggest 
refinements to the basic human capital model which can then serve to enhance its 
explanatory power. It is 1n attempting to plug the gaps which they have thus identified 
that the authors make their greatest contribution in this book. In particular, they adopt 
an inter-disciplinary approach to develop a theory of skill formation systems which 
places the standard economic theory within the context of social institutions. While 
providing a timely reminder that education 1s not a ubiquitous panacea, their theory 
does beg certain questions. why do institutions and attitudes differ across the countries 
studied? here the authors appeal to history. On surface level at least, the results of their 
analysis may be interpreted as being profoundly pessimisuc. "There is no simple 
correspondence between the development of the productive system . and the 
development of the skill formation system ... Reforms that do not address the historical 
limitations ... are unlikely to prove effective’ (pp.113—15). All wise words. Yet people 
call economics the dismal science! Fortunately, while history and culture matter — and 
matter a lot — Ashton and Green do not regard their effects as immutable. 

It is useful to be reminded of the caveats which should attach both to human capital 
analyses and to studies of economic growth; it is more useful to regard, as do the 
authors, the human capital model as part of a greater whole in which history plays a 
part The message that the commitment of politicians and industrialists is a 
prerequisite for education successfully to bring about a move to a high-skill growth 
path 1s one which should be heeded by all. The book 1s ambitious and magnificently 
successful in its inter-disciplinary scope, and is breathtakingly wide-ranging in its 
factual coverage of training systems in a heterogeneity of countnes. Erudite 
throughout, 1t 1$ in these respects a real tour de force. Highly recommended. 


Lancaster University GERAINT JOHNES 
LANCE DAY and IAN McNELL, Biographical Dictionary of the History of 
Technology (London. Routledge, 1995. Pp.x + 844. ISBN 0 415 06042 7, £85). 


This book, edited by a former librarian at the Science Museum and a former Executive 
Secretary of the Newcomen Society, contains almost 1,300 entries in tbe space of some 
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800 pages The entries, compiled by 29 specialist contnbutors, vary appreciably in 
length Most comprise a few hundred words, but some run to only a sentence or two, 
whilst the more substantial attain 1,000 words or more Whether this reflects a 
perceived hierarchy of importance amongst the entrants 1s unclear. The type of detail 
provided also varies — as, for example, regarding family background — though, 
throughout, attempts are made to provide succinct, but authoritative explanation of the 
technological improvements with which the entrants are associated, Readers are also 
offered bibliographical guidance, albeit rather sparingly, and not always in annotated 
form. 

The preface to the book outlines its scope, noting that, given limitations of space, 
attention 18 confined to ‘the tip of the great iceberg of the world’s inventive 
achievements’ (Preface, p.x). Of course, such a stance is likely to provoke criticism as 
to whether or not all the entrants selected can be justifiably deemed to have reached 
such dizzy heights and whether others have been excluded whose ICe-scaling prowess, 
to risk straining the metaphor, have gone unrecognised. Amongst the latter, for 
example, are Kenworthy and Bullough, who are widely regarded as having played a 
major part in improving the efficiency of the powerloom. Weight 1s added to the 
argument given the Eurocentric emphasis that, perhaps inevitably, the book adopts, 
though the editors have sought to counteract this, especially with regard to the 
technological achievements of the Chinese and of Afmcan-Amencans And it may also 
be noted that they do not regard many of the contributions that women have made to 
technological advance as being worthy of inclusion. Here, indeed, 1s a challenging 
proposition that wil! not go unheeded, especially since well over 1,000 inventions are 
under consideration 

Despite these concerns, there is much to commend in the book For the most part, 
the contributors give clear, straightforward insights into the nature and significance of 
the technological contnbutions that the entrants made They thus provide useful 
introductions, which pave the way for more detailed reading Furthermore, the 
coverage 1s wide-ranging, dealing with developments in such areas as industry and 
transport, medicine, architecture, weapons and warfare, broadcasting, photography 
and film, and domestic appliances Hence the book forms a convenient source on 
technological history in general and will appeal to a varied readership. It 1s also easy 
to use, not only because of its alphabetical format, but because it provides indexes by 
subject area, topics and name, that on topics being conveniently sub-divided, often to 
an appreciable degree The design 1s also attractive, though with a pnce tag of £85 it 
ought to be, even for such a weighty tome. Plainly, it 15 a book destined principally for 
the shelves of reference libraries, users of which, not least the business historian, will 
find it of considerable value, especially as a first port of call. 


University of Central Lancashire GEOFF TIMMINS 


MARK LEWIS, ROBERT FITZGERALD and CHARLES HARVEY, The Growth of 
Nations. Culture, Competitiveness, and the Problem of Globalization (Bristol. Bristol 
Academic Press, 1996. Рр.уш + 241 ISBN 0 9513762 4 1, £14 95). 


By its lucidity, the clear order of its contents, the simplicity of its language and, indeed, 
the intention expressed at the start, this 15 marked out as a text for undergraduate and 
similar courses Yet, far from explaining the accepted canon to novices, as one would 
expect in a textbook, this sets out to present a cohesive view, with claim to onginality, 
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on comparative economic growth and on the impact of the globalisation in recent 
years. 

The larger part of the study is devoted to demolishing the notion that differences 
in the rate and success of economic growth among countries may be explained by 
cultural factors. Two examples are treated in detail. the United Kingdom, representing 
recent failure, and Japan together with the smaller eastern ‘tigers’, representing 
success. There has, of course, been an extended debate on the alleged cultural causes 
of the British post-war loss of competitiveness and relative economic decline, and it 
may be acceptable to treat this ın a rather summary fashion for an audience which may 
be expected to be familiar with 115 content. The same, however, cannot be said of Japan 
or of the possible influence of Confucianism on the highly sucessful Chinese 
communities in Hong Kong, Singapore or Taiwan. The reader who expects to gain 
some enlightenment on these will be disappointed. The treatment of the Eastem 
cultures which may have had an influence on those economies 18 inexcusably 
superficial and at times amounts to little more than saying that since much had 
changed in Japan in the direction of Western paradigms in the recent period of relative 
stagnation, there could not have been much cultural base to her success story in the 
first place. Clearly, concrete resources and social structures played a part, but the easy 
adoption of economic modernisation by some Asian cultures and not by others does 
deserve a rather more thoughtful treatment. 

This brings us to the second leg of the thesis. Accepting much of the recent 
literature on globalisation, and especially on the significance of capital and financial 
movements across frontiers, as well as the internal trading within mulünational 
companies, the authors stress that such traditional indicators of international 
competitiveness as balances of trade have lost much of their significance The huge 
deficits of the United States, financed ultimately by the huge surpluses of Japan and 
Germany, are proof that sources both of disequilibrium, and of re-establishing 
equilibrium, 1n international economic relationships are of a very different nature from 
those imagined by orthodox theones. A power of convergence 18 at work in the world 
economy today towards a model which will include elements both of the Western and 
of Eastern origin, dictated by economic and resource logic rather than by irrelevant 
cultural traditions. Homage is paid ın all this to Gerschenkron, and in particular to his 
notion of substitutes for missing factors on the part of later comers, though its 
connection with the argument presented here is not always clear. 

It will be evident that we have here an interesting attempt to combine an 
explanatory pattern for differences in economic growth with the recognition of the 
impact of globalization, which is still all too often neglected 1n modern growth theory. 
It is, however, still at a rather sketchy stage. A great deal more work will have to be 
done on it before it begins to convince. 


University of Sheffield SIDNEY POLLARD 
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Abstracts 


Institutional Forms of British Foreign Direct Investment in South 
America, by Charles Jones 


This article uses South American evidence to substantiate a claim that, 
notwithstanding the many difficulties of controlling overseas agents, 
effective strategic control was exerted over much British direct investment in 
South America through entrepreneurial companies or mercantile investment 
groups before 1914. The new definiion of foreign direct investment 
established in the 1970s embraces corporate investment, of a sort common in 
North America, for which British directors were responsible even though 
they exerted inadequate control, but South American experience, relating to 
a substantially larger body of investment, supports the stronger contention 
that it captures substantial pools of entrepreneurial capital, more clearly 
deserving the name foreign direct investment, and therefore provides a 
category that can be applied consistently in discussions of foreign direct 
investment and the expansion of international business over the whole of the 
period from 1860 to the present. 


The Nature and Dimensions of Scottish Foreign Investment, 
1860—1914, by Christopher Schmitz 


It has long been assumed, on the basis of generally impressionistic 
evidence, that Scots were more enthusiastic capital exporters than their 
English counterparts in the half-century before the First World War. This 
article offers the initial results of a research project aimed at reassessing 
Scottish foreign investment in this period. In focusing upon an analysis of 
new data sets relating to Scottish company registrations for foreign 
investment and samples drawn from Scottish probate inventories containing 
foreign assets, this study provides novel insights into the social composition 
of Scots-resident overseas investors (who rose in number from around 4,000 
in 1867 to 80,000 in 1913); the geographical and sectoral breakdown of 
investment activities; and the survival rate of the 853 identified firms 
registered in Scotland for overseas activities in the 1860-1914 period. It 
also makes a tentative examination of Scottish capital flowing abroad 
through the London stock market and investment undertaken by Scottish- 
based financial institutions and multinational enterprises. 


Allies or Subsidiaries? Inter-Company Relations in the P&O Group, 
1914—39, by Christopher J. Napier 


Alfred Chandler has recently suggested that ‘the general failure to develop 
organisational capabilities weakened British industry and with it the British 
economy’. However, his view has been criticised as regards British 
multinational investment, where organisational forms such as mercantile 
groups were significant. This article examines the organisational links 
between companies in the P&O shipping group during a period 1n which it 
was mainly located within the Inchcape mercantile group. Links were loose 
and often informal, which facilitated devolution of decision making. 
Although the financial crisis faced by the P&O group in 1932 may partly 
have been due to an excessive accumulation of information and control in 
the hands of a single individual, the organisational structure proved 
sufficiently resilient to persist after the crisis had been resolved. It is 
concluded that, in the inter-war years just as in the pre- World War I period, 
personal capitalism and informal organisational structures benefited from 
networks of trust and thus cannot be rejected as weak. 


The Environmental Crisis in Japan and the Origins of Japanese 
Manufacturing in Europe, by James Darby 


Japanese manufacturing in the developed regions of Europe and North 
America has been strongly associated with the more competitive sectors of 
Japan's high growth economy, such as consumer electronics, semi- 
conductors and transport equipment. During the earliest years. of Japanese 
productive investment in Europe, however, a significant number of projects 
from Japan's less competitive chemicals sector were being established. 
These projects, together with those from other chemicals-related sectors of 
Japan's domestic industry, will be shown to have emerged in response to the 
widespread concern over environmental and pollution issues which 
dominated public affairs in Japan during the decade after 1965. 


SURVEY ARTICLE 
British Business History: 
A Review of the Periodical Literature 
for 1995 


ROBIN PEARSON 
University of Hull 


This review commences by briefly revisiting some familiar problems. What 
is business history, who reads it, and where is it going? Answers to the 
second question are only lately forthcoming. An analysis of the periodical 
citations (up to early 1996) of all articles published in this journal and 
Business History Review between 1981 and 1990 revealed that over 75 per 
cent were to be found in other history periodicals, with a large majority 
concentrated in economic and business history journals. Only seven per cent 
of citations were located in management and economics journals.' The lack 
of response to business history research by management authors is also 
confirmed by a recent study of journal citations in that discipline." Business 
historians, therefore, appear to be largely talking to each other, and to an 
extent to other historians. 

At first sight this suggests insularity, despite the undoubted impact of 
Chandler, and the frequent advocacy for theoretical and inter-disciplinary 
approaches.’ To explore further, this review cast its net more widely than is 
usual, across nearly 140 articles published during 1995 in some 70 journals. 
The results were rather encouraging. Research into aspects of the 
development of British business over time can be found in a diversity of 
journals, much of it carried out by those who would not consider themselves 
in any sense historians. The preoccupation of economists with time-series 
analysis ensures that many are exploring questions relevant to business 
historians. In particular, one may point to the research by members of the 
LSE’s Centre for Economic Performance and others on earnings inequality 
and the impact of unionisation, on job turnover, and on pay, productivity 
and employment.‘ In the management and organisation ‘studies literature, 
there are also several topics with historical resonance, including the 
evolution of corporate imagery and culture, and the impact of Total Quality 
Management. The debate which has arisen, particularly in the wake of the 
Cadbury Commission of 1992, about executive compensation and more 
generally about the nature of corporate governance, will also interest those 
working in the field of principal-agent analysis for earlier periods. 
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Therefore, despite the limited external response to business history 
research, as measured by published citations outside the field of history, the 
scope for inter-disciplinary work remains great. There are potential 
consumers of business history in areas such as industrial and applied 
economics, strategic management, organisation studies, industrial relations 
and human geography. Perhaps some consideration should be given to 
strategies for capturing them. 

Business history in 1995 remains eclectic in its subject matter, in its use 
of theory and in its methodologies. There is still a focus on the firm and the 
environment in which it operates, but the latter is being extended far beyond 
economic concerns into areas such as political-business relations, the 
sociology of the boardroom, and the evolution of corporate identities. 
Eclecticism is a strength, provided it does not collapse into compartmentalism, 
which may be a danger inherent in Gourvish's call for a revival of the 
empirically based case study as the basic unit of analysis upon which to 
build generalisations and comparisons.’ However, Gourvish is swimming 
against the tide of a long secular decline in the importance of the single firm 
study within British business history. Matthews calculated that case studies 
accounted for 24 per cent of the periodical literature in 1989, compared with 
43 per cent between 1976 and 1983. By 1995 this figure had fallen to just 
12 per cent.‘ The case study survives in the genre of the official company 
history; however, as a species of journal article it is rapidly becoming 
extinct. 

More challenging is Lipartito's call for a culturalist approach to business 
history.’ Attention to culture can help, firstly, in refining the concept of 
organisational capability and, secondly, in providing a new view of market 
relationships. Many capabilities relate to the way a firm creates or collects 
resources, especially information. These capabilities can be taken as 
cultural values specific to individual firms, and they may be more important 
than Chandlerian structures in explaining performance. Market exchange 
can be seen as an ongoing process of struggle between firms and their 
customers to impose meanings on each other. Firms can therefore be 
examined not just for strategies, but for their power to construct meanings. 

Aside from the decline of the single-firm study, other trends persisting 
in 1995 include the interest in Britain's nineteenth-century staples, and in 
technological diffusion, and the relative neglect of the period before 1800. 
Singleton's observation for 1994 that British business history appears to 
have entered a post-Chandler era is underscored by the literature in 1995, 
only a small part of which deals explicitly with questions of strategy and 
structure. By contrast there is renewed debate about a post-Fordist 
paradigm of flexible production, continued research into Britain's small 
firms, and much attention given to the institutional (ramework in which 
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firms operate. Some accounting historians are pursuing questions about the 
corporate power and legitimisation conferred by formalised accounting and 
auditing procedures. The profile of banking and monetary history has been 
raised in recent years by the emergence of Financial History Review and by 
the work of economists and economic historians on currency regimes, 
although the same cannot be said for other tertiary services such as retailing 
and distribution Other areas of importance include marketing, the 
construction of corporate cultures and imagery, and the behaviour and social 
networks of business elites.” The long awaited expansion of international 
comparative business history has been slow to materialise in the journal 
literature, though there is still cause for optimism. Fifteen per cent of all 
articles reviewed in 1995 had this kind of comparative dimension, 
compared to just nine per cent in 1989," 

The twentieth century is now well established in British business history, 
although how rapidly research output is expanding here is difficult to say. 
Articles covering the period after 1914 accounted for just 36 per cent of 
those appearing in 'history' journals in 1995, identical to the percentage 
counted by Matthews in 1989, which suggests that relative interest in the 
twentieth century has levelled off.? Post-1945 business history, however, is 
slowly making headway. It made its contribution to a delightful selection of 
industries and trades to read about in 1995, comprising the modern, the 
unusual, the tasty and the nasty — computers, aviation, art and design, mail 
contracting, the port wine, ice and coffee trades, agricultural machinery, 
buses and motor cycles, asbestos and nuclear power. 


II 
INDUSTRY 


Entrepreneurial ineptitude 15 one theme among the industry studies. 
McKinstry blames clumsy debt-financed stock-building with insufficient 
cash resources for the rapid collapse of Argyll Motors, Scotland’s largest 
motor manufacturer in the 1900s, a story which finds some echo in 
Williams’ account of the experience of Leyland trucks under DAF between 
1987 and 1993." Williams’ real targets, however, are the British 
government and the EC for allowing the sale of Leyland to an unsuitable 
buyer. Burnham recalls happier times for Leyland Motors, when it was 
profiting from rearmament spending for the Korean War, although it is hard 
to argue from this that British military spending did little harm to our long- 
term growth prospects." Koerner shows how the British motor-cycle 
industry fell from supremacy during the 1930s in the face of competition 
from Germany abroad and the small car at home It settled for a COSy 
environment producing displacement bikes for enthusiasts, a decision which 
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sealed its eventual fate." There are parallels here with agricultural 
machinery, another initially successful industry which 'failed' between the 
wars. Dewey recounts its technological backwardness and ‘catastrophic’ 
loss of export markets, and the flight to diversification and niche markets of 
those firms which survived." 

The debate on production systems continues. Zeitlin cites management 
strategy and sectoral patterns of demand as the variables which determined 
the degree to which British engineering firms adopted Fordist mass 
production techniques and scientific labour management after 1945." 
Zeitlins earlier work on the emergence of a post-Fordist production 
paradigm from the 1970s is challenged by Taplin and Winterton's study of 
the US and UK clothing industry." In neither small nor large firms has 
flexible production been accompanied by post-Fordist type multi-skilling or 
the increased autonomy of workers. The post-Fordist paradigm is criticised 
from another angle by O'Farrell who finds that increased demand was the 
main factor determining the expansion of independent business services 
such as advertising and graphic design in this period, not any restructuring 
strategies of firms as predicted by the flexible firm model.” 

Technology and its links to organisational change and performance also 
attract attention. Burt argues that the English non-ferrous metals industry 
was transformed from the early seventeenth century by nsing demand for 
lead, particularly from the small arms industry, and that new technologies 
and organisational forms were subsequently transferred to the tin and 
copper industries.? Von Tunzelmann examines technical innovations in the 
cotton industry during the Industrial Revolution and argues that 
manufacturers and inventors operated within a ‘mechanisation paradigm’ 
whose dominant heuristic was shaped by the search to save time not 
labour.?! Jeremy describes the various and devious routes by which such 
technology was transferred illegally across the Atlantic in the early 
nineteenth century." Godley presents long-run output and productivity 
estimates for the clothing industry. Unsurprisingly, he associates accelerated 
productivity growth in the 1860s and 1890s with two waves of sewing 
machine diffusion.” On the same industry in the nineteenth century Sharpe 
describes the rise of Hyams, whose success was based partly on the deceit 
of marketing clothes as ‘London fashion and London made’, that were 
produced by female sweated labour in the provinces.™ 

Suer estimates that up to 70 per cent of change in total factor 
productivity growth in the chemicals industry between 1955 and 1988 
derived from economies of scale rather than technical progress. The decline 
of TFP between 1973 and 1981 was largely the result of the loss of scale 
economies, which in tum was caused by rising input costs." Green 
calculates the cost of the eight Magnox nuclear power stations built between 
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1955 and 1972 and constructs a counter-factual alternative investment 
programme based on conventional coal power. He concludes that the CEGB 
used historic cost accounting data to make Magnox appear comparatively 
cheap in a period of high fuel prices, but that Magnox was up to 50 per cent 
more expensive than conventional power stations, and was ‘almost certainly 
an expensive mistake’.* 

Finally, Schmitz’s list of the world’s largest industrial companies in 
1912 adds further weight to the argument that the largest British firms were 
comparable in size to their US counterparts.” The story of the pre-1918 
Russian operations of one of the largest British companies, the cotton thread 
manufacturer J. & P. Coats, is told by Kim. Two unusual features of the 
Operation were the tight managerial control centralised in Coats’s 
headquarters in Paisley and the aggressive acquisitions policy by its 
principal Russian subsidiary. However intensive quality control and a near 
monopoly of the Russian market best explain the multinational's success.” 
At the other end of the size spectrum, Young illustrates that for most *micro- 
craft firms’ in nineteenth-century rural Scotland, start-up funds came from 
family resources while ongoing finance came largely via trade credit from 
suppliers.? 


Ш 
ECONOMIC POLICY AND REGIONAL DEVELOPMENT 


Among a handful of essays on economic policy, Thomas tells of the rise of 
the mid-Wales Industrial Development Association between 1957 and 1974, 
and concludes it was a success, establishing some 5,000 factory jobs and 
helping to stem the depopulation of the area.” A less happy tale is told by 
Cumbers of North-East England, marginalised on the periphery of the 
global oil industry since the 1970s.” 

Millward and Sheard find that local income levels were the chief 
determinants of local government expenditure between 1870 and 1914, and 
that the costs of supplying services differed widely and rose 
disproportionately with town size.” Newton argues that the Chamberlain 
government shifted towards a proactive policy of encouraging economic 
détente with Germany during the final years before the Second World War, 
but his evidence for a coherent official industrial strategy remains rather 
thin.” Tomlinson presents a couple of interesting essays on the policies of 
the post-war Labour governments." First, he argues that Labour's capacity 
for economic reform was constrained by a quartet of political assumptions 
— commitment to parliamentary sovereignty, to free collective bargaining, to 
the Morrisonian form of public corporation, and to co-operation between 
government, trade unions and employers. Second, he finds little evidence to 
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support the claim that excessive welfare provision placed an excessive 
burden on the economy. The welfare state was instead ‘an austerity product 
of an age of austerity’. By contrast, and indicative of political priorities, was 
the generosity shown by Conservative governments to the civil aviation 
industry in the 1950s, as depicted by Devereux — huge subsidies, but also 
interference in the commercial affairs of the airlines, and hopelessly 
uneconomic aircraft projects." 


IV 
TRANSPORT, TRADE, MARKETS AND MARKETING 


There were few articles in 1995 on land transportation and domestic 
markets, but plenty on aspects of shipping and international trade. The best 
of the latter is informed by economic theory, and occasionally by forrnal 
modelling. 

Singleton describes the remarkable growth of Ribble Motor Services 
between the world wars, and the even more remarkable system of 
oligopolistic collusion between the largest private bus, tram and railway 
companies and municipal corporations in the north-west of England.” For 
the same period Butterfield demonstrates the unprofitability of many branch 
lines operated by LNER faced with competition from buses and 
management failure to develop a strategic response." 

Barrow describes the near continuous profitability of a Newcastle 
whaler between 1784 and its shipwreck in 1802, while French reconstructs 
transatlantic voyages from three types of eighteenth-century shipping data.” 
Syrett describes the successful business of the Victualling Board chartering 
ships for provision supplies during the American war.” Victualling charters 
were attractive to the risk-averse shipowner, not least because of the 
government guarantee of compensation for loss, but Syrett misses the 
opportunity either to discuss the state's budgeting of this business or to 
model the transactions. Richardson and various co-authors present several 
essays on the British slave trade.? Competition was imperfect and rents 
were generated on the African coast where the trade was subject to the 
influence of local states. English traders were more productive than the 
French, and abolition did not lead to a permanent fall in slave prices. Smith 
uses a formal model of eighteenth-century British trade to North America to 
show that increasing colonial exports were associated with increasing 
relative competitiveness, and with industrial employment beyond the level 
that European trade could have created." In an equally suggestive article, 
Boyce shows how late nineteenth-century British shipping firms built 
elaborate communicating infrastructures to reduce transaction costs." A 
major determinant of success was 'contracting capability', which comprised 
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establishing presence, winning trust, and showing creativity in designing 
profitable and sustainable contracts. Networks of different types provided 
the main framework for contracting, but shipowners also had to balance the 
exclusivity of a network with an openness to external stimuli if they were to 
remain competitive. 

Monopolistic competition is the concern of several articles on 
nineteenth-century shipping and trade. Pope describes the rise to monopoly 
power of the British India Steamship Company after 1870 and its 
domination of Indian steamshipping, assisted by government mail 
contracts.“ Arnold and Greenhill also examine the contracting out of 
overseas mail." They conclude that, regardless of the streamlining of the 
contracting process achieved by the Post Office after 1860, many of the 
efficiency gains would have occurred anyway with improved steamship 
technology and greater competition in shipping. Brown looks to 
monopolistic competition rather than factor endowments to explain why 
Germany's high-cost cotton industry was able to outperform Britain's low- 
cost industry in high-income markets before 1914.5 His regression results 
suggest that much of Europe and America was moving towards markets 
characterised by this kind of competition, in which trade expanded 
principally through product differentiation and rising per capita incomes. 

Bonnett describes the procedures of buying and exporting wine from 
Portugal in the early nineteenth century and the rise of Sandeman in this 
trade, but offers little on market relationships despite a passing reference to 
price collusion.* David also neglects market structures in his story of the 
decline of the Anglo-Norwegian natural ice trade from the 1900s, defeated 
by artificial ice and the high freight charges of imports." In a further 
contribution to the debate on multinationals, Greenhill examines Brazilian 
Warrant, whose core business was the coffee trade, but vertically integrated 
from 1909 into shipping, cartage, warehousing and plantations. This 
company fits neither the model of an investment group nor a free-standing 
company, and emphasises the multi-form nature of British overseas 
business in the early twentieth century. Two articles are concerned with 
international trading blocs between the wars. Eichengreen and Irwin find 
that the effects of trade and currency policies were beginning to override the 
standard determinants of bilateral trade after 1932, but that the trend to 
regionalisation pre-dated the Depression.” Kitson and Solomou, however, 
find that, despite the increase of bilateral agreements after 1932, multi- 
lateralism continued to flourish within regional trading blocs such as the 
Empire.” 

Gibson and Smout use grain prices to test for market integration in early 
modern Scotland. They find a fairly integrated east coast grain market 
dominated by Edinburgh by the end of the seventeenth century, while after 
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the 1730s the growth of Glasgow became the driving force behind further 
integration." Geary uses pre-Famine trade and census data to argue that the 
Act of Union made little difference to levels of manufacturing employment 
in Ireland.” Higgins and Tweedale employ the example of Sheffield's 
cutlery trades to counter Wilkins' assertion that trade marks were the 
product of the rise of global corporations from the late nineteenth century. 
Sheffield’s preoccupation with brand-marking had a long history, but was 
ultimately a factor in the industry's slow decline during the twentieth 
century.” Elsewhere, Cornish's essay indicates that geographers too are 
turning their attention to the functions of markets and marketing.” 


V 
LABOUR RELATIONS, EMPLOYMENT AND PAY 


A cluster of studies examine the relationships between earnings, 
employment and unionisation since the 1970s, with several making 
comparative reference to earlier periods. Milner shows that the coverage of 
the UK workforce by collective bargaining agreements is now lower than at 
any time since the Second World War, while Beaumont and Harris show that 
the north-south divide in union recognition became more of a non-manual 
than manual phenomenon during the 19805.” Howell claims that decline 
was partly the fault of trade unions in the 1970s misunderstanding that their 
strength lay not in their market power but in the potential for co-operation 
with government to obtain protective legislation.” Bell shows that declining 
unior power was among the main determinants of the increase in earnings 
inequality between 1975 and 1990, while Gosling and Machin calculate that 
85 per cent of this increase occurred in the non-unionised sector.” Stewart 
shows that falling wage differentials between unionised and non-unionised 
workers were the result of unions being unable to establish differentials in 
new firms during the 1980s, but Ingram argues that labour market 
conditions remained the dominant factor determining wage settlements in 
these years." Machin finds that unionised plants were five per cent less 
likely to close than non-unionised plants in the period 1984—90, while 
Gregg and Wadsworth argue that entry jobs for the unemployed have 
become more unstable and lower paid since 1975.* Konings finds there was 
more homogeneity in the employment behaviour of firms within an industry 
during bad times than during good in the period 1972-86, and Gospel 
explains the decline of apprenticeship training since the 1960s by its rising 
relative cost and by the withdrawal of employer and institutional support.” 
Together these studies suggest interesting agendas for business historians, 
for instance in comparing the labour policies of companies within and 
across industries, and in examining changing market strategies of firms with 
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regard to the recruitment, training, retention, and release of labour. 

The greatest exercise in managing the labour market in British history is 
how Pope describes the demobilisation after World War Two, but it was less 
impressive as a contribution to economic reconstruction." Attention is also 
paid to the inter-war labour market. Broadberry and Ritschl conclude that in 
Britain and Germany during the 1920s real wage pressure depressed 
investment and prevented productivity catching up with the USA. By 
contrast, Dimsdale and Horsewood suggest that British workers were 
undercompensated for productivity improvements, so the historical 
relationship between pay and productivity remains uncertain.” Burgess 
argues that the sheer difficulty and cost of mobilising support for initiatives 
to train young workers out of blind-alley jobs in this period led to a fateful 
‘rationalisation of inertia’. Donnelly tells a familiar tale of craft 
exclusiveness leading to labour weakness in the Coventry motor industry, 
and Church and co-authors discover a significant relationship between 
colliery size, family ownership and strike frequency in coal mining, 
1927—38.* Davidson argues that the official labour statistics published from 
1893 became part of a language of 'rational' negotiation and helped push 
labour organisations towards bureaucratic reformism and economic 
orthodoxy.* 

In two articles on the nineteenth-century cotton industry, Huberman 
argues that rather than cutting piece rates during recessions, manufacturers 
maintained wage lists with workers' agreement and cut hours. The skilled 
labour supply in the north-west was imperfect and specialised, and short- 
ume helped preserve it in hard times. The success of the Lancashire wage 
lists was based upon the evolution of trust and the ability of both employers 
and workers to enforce the lists.". Complementing these findings, Boot 
calculates that the average investment in skill formation was high among 
cotton factory workers in 1833 — over £22 for a male by the age of 21. He 
claims this casts doubt upon the deskilling effects of the Industrial 
Revolution, but admits little is yet known about the relative costs of skill 
formation in eighteenth-century domestic manufacture.“ 

Trust as a critical element in stable industrial relations is more often 
inferred than analysed in work on the impact of recent management 
techniques. Colling argues that the development of 'Human Resource 
Management' in British Airways up to and beyond its privatisation in 1987 
depended ‘crucially’ on BA’s power in the marketplace. However, conflict 
at the workplace remained, and recent cost constraints and rising job losses 
have led to a shift away from the company's commitment to HRM.® Lucio 
and Noon tell a similar story of conflict at another flagship of new 
management, Royal Mail, while Fisher shows how the TGWU responded to 
the introduction of HRM with a mixed strategy of awareness raising 
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coupled with defence of key areas.” It is too soon to arrive at a historical 
judgement about the impact of Total Quality Management on performance 
and labour relations in British industry; however the early research is less 
than optimistic. Indeed there are already calls, from those with an eye on the 
conditions of the 1950s, for a return towards national agreements as a means 
of lowering wage expectations and assisting employment growth.” 


VI 
BANKING AND FINANCE 


Relatively little was published in 1995 on company finance, but more 
attention was given to aspects of banking history, monetary policy and 
international financial systems. Young finds that the substantial rise in real 
interest rates during the mid-1970s drove many firms which switched from 
fixed to variable rate debt into liquidation, while the bankruptcies of the late 
1980s were largely to do with the volume of capital financed by debt rather 
than equity.” The critical importance of the composition of company debt 
will not surprise business historians such as Coopey, who describes the 
trend ir venture capital during the 1980s away from high-risk, hands-on 
equity investment, towards short-term, low-nsk, large-scale investment. 
This trend did not suit nascent UK computer firms, although 31 
demonstrated that traditional venture funding could be successful in this 
industry.” 

Leyshon and Thrift accuse banks of excluding groups along lines of 
income, class, gender and race as they moved up market after the credit 
over-expansion of the 1980s." The perception of banks as increasingly 
conservative in the late nineteenth century, however, is dismissed by Capie 
and Mills, who find no downward trend in the volatility of returns on bank 
shares during the period.” A special issue of Financial History Review 
focuses on central banking since the nineteenth century. Caesar charts the 
‘waves’ of central bank independence, Eichengreen examines the role of 
bank co-operation 1n the Gold Standard, and Capie and Goodhardt survey 
the international development of central banking from its early aim of 
maintaining the value of the currency to the more difficult twentieth-century 
objectives of maintaining price and financial stability." Moss discusses the 
Bank of England's branches of the 1830s and argues the Bank promoted its 
monetary and supervisory functions simultaneously." Elsewhere, Black, 
using the records of two provincial banks in the 1830s, unsurprisingly, 
demonstrates the importance of London as a clearing centre for bills." 
Gherity finds that the option clause on Scottish bank notes, which between 
1730 and 1765 allowed note-1ssuing banks to delay redemption in specie, 
was sparely used and did not destabilise the banking system as Adam Smith 
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argued.” Ross surveys some of the ways banking archives have been used 
by economic historians." Two thoughtful articles examine banking 
journalism. Alborn suggests there was a shift between the 1850s and 1870s 
in the response to bank failures, away from treating them as moral warnings 
towards an analytical, ‘professional’ approach largely devoid of ethical 
judgements." Roberts tells the story of the British bank review, whose rise 
mirrored the professionalisation of economics between the wars, and whose 
fall reflected the marginalisation of academic economists from the 1970s 
and the longer run decline of the essayist political economy tradition in 
British economics." 

Interest in the workings of monetary systems have turned the attention 
of several economists to historical data. Many of these studies emphasise 
the importance to such systems of expectations and credibility. Nachane and 
Hatekar reduce the bullionist and anti-bullionist positions of the 1800s to a 
series of econometric propositions, which, when tested, come out in favour 
of the anti-bullionist view of causality between the balance of trade and the 
exchange rate." Craig and co-authors associate the pre-1914 Gold Standard 
with increasing integration of European price levels, but with a lack of 
cointegration of money stocks. Among other things this suggests there may 
have been national differences in the demand for and use of money." Jeanne 
finds that expectations of movements in rates were a major element in the 
smooth working of the Gold Standard in this period, and Kool calculates 
that the break in tbe British interest rate regime from stationarity to non- 
stationarity occurred with the advent of interest rate targeting in 1915.8 In 
one of the best articles of 1995, Garrett shows how Montagu Norman's 
massive falsification of Britain's reported gold flows was far more effective 
than open market operations in keeping monetary policy unduly restrictive 
during the late 1920s. This contradicts the orthodox view that the over- 
valued pound left the Bank of England with too little gold and forced it into 
a restrictive policy. Norman was able to steer market expectations merely by 
lying, and could do so because of the incomplete nature of private market 
information.” 

Tests run by Bleaney and Mizen on real exchange rates since the 
nineteenth century lend support for the theory that rates revert back to an 
equilibrium state in the long run, but the data since the 1970s show no such 
mean reversion, implying nominal shocks to the equilibrium rate, which 
were probably the effect of more integrated international markets.” Bowden 
and Martin, however, find that since the 1950s the international business 
cycle has not been as coherent as the national cycles in developed 
countries.” The international stock market, however, was more coherent 
than both types of business cycle, and recent moves to regulate it are 
discussed by Underhill.” Finally, in a rare article on international 
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reinsurance markets, Pearson argues that British insurance firms lost their 
first mover advantage to their European rivals from the mid-nineteenth 
century, in part because of a failure of enterprise and an underwriting legacy 
binding them to colonial rather than European markets.” 


Vil 
ACCOUNTING, FINANCIAL REPORTING 


Two themes dominate the, literature in this area: innovations in accounting 
practice, and the relationship between financial reporting and state 
regulation. Coombs and Edwards describe the spread of key innovations in 
municipal accounts during the nineteenth century, McLean shows the 
persistence of the mercantile bookkeeping legacy in the changing 
accounting systems of Sunderland shipbuilding firms, and Arnold describes 
the development of accounting practices in the shipping industry, 
1840-1948.” In their paper on the Consett Iron Company, Boyns and 
Edwards argue that accounting innovations were the results of business 
grappling with production decisions under conditions of bounded 
rationality, although they find it difficult to establish a direct link between 
the advent of a new accounting system in 1867 and Consett's decision not 
to abandon iron production at the time." Fleischmann, Hoskin and Macve 
return jointly to the records of Boulton & Watt in a search to identify the 
emergence of a normative ‘labour standard’ in the company's accounts. 
They find sophisticated accounting by the standards of industrial firms 
around 1800, but not the modern managerial system of control they were 
looking for.? 

Jones's analysis of a sample of parliamentary committees supports 
Parker's contention that nineteenth-century legislators differentiated 
between regulated utilities and financial institutions, and unregulated 
industrial and commercial companies. The differentiation, however, was 
more evident in recommendations for financial disclosure than for less 
intrusive compulsory auditing.™ In a parallel work, Jones and Aitken 
suggest that company legislation shifted in this period from a permissive to 
a compulsory basis, and from the principle of freedom of contract towards 
protection for particular groups.” In two articles by Sikka and Willmott, it 
is argued that there has been an 'enduring and institutionalised relationship 
of indulgence' between the DTI and the accountancy profession since 1971. 
DTI inspectors have been chosen disproportionately from the largest 
accountancy firms, many of which have been criticised in other DTI 
inquiries. Meanwhile the threats to self-regulation have been met with a 
divided response by the profession itself.* Perhaps encouraged by 
accountants, large companies did not increase charitable donations 
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proportionately during the 1980s as their income was redistributed towards 
profits, according to Arulampalam and Stoneman, while there was a 
positive correlation between tax rates and donations.” 


УШ 
MANAGEMENT AND CORPORATE CULTURE 


Themes in 1995 included corporate culture and its links to strategy, the 
nature of corporate governance, and the background, wealth and 
compensation of businessmen and managers. Beyond these areas, Peck 
examines the rise of business leaders in the local development agencies of 
the 1980s, Knights and Morgan sketch the growth of strategic management, 
and Clark and Tobias describe the rise and fall of integrated corporate 
modelling, at its most fashionable in the 1970s.™ 

In a sense the construction of company culture ts a concern of Harvey 
and Press in their study of the influence of Ruskin’s ethics on the business 
practices of William Morris's design firm." Morris's emphasis on 
improving the quality and originality of products was part of an aim to 
shape public taste, while Morris also followed another Ruskin precept, that 
of the social responsibility of employers, by restricting the division of 
labour and by improving working conditions. There were compromises, 
however, especially in the area of production control. Griffiths reviews the 
cosy paternalism established by Lever Brothers at Port Sunlight between the 
world wars, as exemplified by in-house publications, and shows how by the 
1960s it had become an obstacle to the introduction of new managerial 
methods in the multinational company.'? Mills also utilises staff newsletters 
to examine the construction of gender and racial stereotypes in the 
organisational imagery of British Airways and its predecessors since the 
1930s.'" A still more sinister side to corporate culture is revealed by Jeremy 
in his study of the response of Turner & Newall, Britain's leading asbestos 
manufacturer, to the emerging evidence in the 1920s of asbestosis, and in 
the 1950s of its link with lung cancer. Jeremy argues that the company's 
denial and self-deception was the product of a boardroom culture long 
shaped by the founder's paternalist attitudes. The durability of the culture 
of some family firms is also demonstrated by Rowlinson's study of Cadbury 
in the 1960s. He argues that cultural change came about largely as an 
unintended consequence of strategic and structural changes such as product 
diversification, multi-divisionalism and the merger with Schweppes in 
1969.'? The examples of Cadbury and Lever demonstrate the latent conflict 
between cultures anchored in time and place to particular company 
institutions (late Victorian Bournville and Port Sunlight), and strategies and 
structures which come to undermine those institutions. 
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It is not clear how a dose of ‘corporate brand management’ — managing 
strategy, communications and culture to raise loyalty to the organisation — 
might have helped these old firms overcome their cultural sclerosis, but we 
are told by Balmer that interest in this has been increasing since ће 1950s.'* 
A useful corrective to the notion of homogeneity in the culture of a long- 
established business is provided by Parker’s sociological research in a 
Midlands engineering firm during the late 1980s. Here management culture 
was an ongoing process of creating a shared set of meanings from a series 
of oppositions between younger and older managers, between production 
and finance, and between design and marketing. According to Pettigrew 
and McNulty, cultural dynamics are also one of the factors which non- 
executive directors have to comprehend if they are to wield influence in the 
boardroom."* This is one of several issues in the recent debate about 
corporate governance, stimulated in part by the response to the Cadbury 
Report of 1992. There is increasing support for the argument that the 
principal-agent model is no longer relevant to the way large firms are 
governed, and there have also been several studies on executive 
compensation which demonstrate strong correlations between pay and age 
and firm size, but little correlation between pay and company performance 
in the 1980s and 1990s.” 

Finally, the wealth and origins of businessmen continue to generate 
research. Siegfried and co-authors find that nearly three-quarters of recent 
large British fortunes originated in competitive rather than monopolistic 
industries, suggesting the Schumpeterian entrepreneur is alive and well.'* 
Perhaps the recent lack of correlation between executive rewards and 
performance has no long historical pedigree, although business historians 
have so far done little to illuminate this relationship. According to Berghoff, 
" wealth was not the only key to achieving national political influence for 
businessmen in Birmingham, Bristol and Manchester between 1870 and 
1914.'* Religion, education, social connections and company size were also 
important, while Manchester businessmen fared best because they formed 
part of a regional elite. This is interesting work but begs some questions 
about the origins of the latter, and about long-run change over time. A 
second article by Berghoff casts further doubt upon the Wiener thesis of the 
haemorrhage of British business talent during this period. The numbers of 
businessmen ennobled in Britain and Prussia were too low to support any 
notion of gentrification, few businessmen abandoned their firms after a title, 
and the proportion of sons of ennobled businessmen moving into different 
careers was also low.!? 
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Institutional Forms of British Foreign Direct 
Investment in South America 


CHARLES JONES 
University of Warwick 


Over the past 20 years accepted views of the scale and character of British 
foreign direct investment (FDD before 1914 have been upset and the theory 
of the firm transformed, yet neither the implications of these revisions for 
interpretation of the history of British international business before 1914 
nor the importance of South American evidence in relation to them has been 
made fully explicit. On the contrary, there has been a tendency to accept the 
new definition of FDI in principle only to dismiss many of the firms caught 
in its net as mere sprats, fit only to be thrown back into the sea. The point 
at issue, as Corley has put it, is whether such companies 'were so 
inadequately controlled from Britain that they should be regarded as ... 
portfolio rather than direct (entrepreneurial) investment’ .' 

This article deploys South American evidence to clarify the role and 
extent of two characteristic forms of foreign-controlled firm in the 
management of British foreign direct investment (FDI) before 1914. Many 
British firms active in Latin America have been classified as free-standing 
companies (FSCs), with the misleading implication that they lacked 
effective managerial control. They ought more properly to be seen as 
members of mercantile investment groups (MIGs) having the character of 
large firms, albeit somewhat blurred at the edges, or else recognised as 
autonomous overseas companies (AOCs) characterised by relatively high 
levels of capital intermediation and strategic management, but distinguished 
by their continuing independence from MIGs on the one hand, and major 
domestic concerns in their own sector on the other.’ In support of this claim, 
the article identifies more than a dozen Anglo-South American MIGs, 
distinguishes them from AOCs, and uses detailed evidence from the River 
Plate sub-region to establish that this class of firm was more numerous in 
South America than has been acknowledged. It also offers some tentative 
hypotheses to explain why neither MIGs nor the quantitatively more 
important Anglo-South American AOCs survived as distinctively Anglo- 
American entities into the mid-twentieth century. It is argued that the 
generally ephemeral nature of Anglo-Latin American MIGs and AOCs is 
not in itself evidence of a lack of entrepreneurship or corporate identity. On 
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the contrary, the article supports earlier claims by Chapman and Corley for 
the relatively large-scale, industrial, and entrepreneurial character of British 
FDI in the later nineteenth century and argues that adverse political 
circumstances coupled with sectoral distribution offer more persuasive 
explanations of the low survival rate than lack of enterprise.’ 


II 


It used to be claimed that British overseas investment in the nineteenth 
century was predominantly portfolio investment, without managerial 
control. The chief architects of a revision in the definition of direct 
investment were Svedberg and Stone, so that it is reasonable to refer to the 
additions to FDI implied by it as Stone-Svedberg FDI.* Quite simply, 
Stone-Svedberg FDI is money raised on the stock exchange by a firm that 
then deploys this capital in foreign operations over which it retains 
managerial control. Examples include the imperial and foreign railway 
companies and international banks financed in London during the second 
half of the nineteenth century and controlled by British boards of directors. 
Stone-Svedberg FDI used to be classed as portfolio investment, but is now 
generally regarded as FDI. Yet it clearly differs from the paradigm case of 
the older and narrower definition of FDI, in which an existing 
manufacturing company uses internally generated funds to set up a wholly 
owned overseas subsidiary without recourse to the stock exchange. 

The most immediate and startling effect of this revision was to raise 
from 10-20 to around 40—45 the percentage of 1914 aggregate British 
overseas investment classified as direct’ This implied a far from supine 
entrepreneurial culture in late Victorian Britain and eroded the contrast that 
used often to be drawn between predominantly portfolio investment by the 
British before 1914 and a more vigorous and entrepreneurial post-1945 
overseas corporate expansion by the United States. Writing in the late 
1970s, Svedberg maintained, by contrast, that the ratio of FDI to aggregate 
private foreign investment had scarcely changed over the past 60 years. The 
Stone-S vedberg revision also had strong geographical implications. British 
firms operating in Latin America accounted for a very significant 
proportion of the upward revision. 

Stone claimed that British FDI in Latin America had risen rapidly 
between 1864 and 1913, both absolutely and in relation to total foreign 
investment (see Table 1). His 1913 figure for FDI in Latin America is more 
than 13 per cent of the customary estimate of £4 billion for total worldwide 
British investment in 1913. The Latin American revision alone adds 
roughly £420 million to aggregate British FDI. Furthermore, Stone points 
out that, compared with Mexico or Brazil, FDI remained especially high in 
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TABLE 1 
BRITISH DIRECT AND PORTFOLIO INVESTMENT IN LATIN AMERICA, 1865-1913 





1865 1875 1885 1895 1905 1913 


£ millions 

Total Investment 81 175 251 553 689 1,180 
FDI 17 42 80 232 329 546 
Portfolio 64 133 170 320 360 634 
of which: 

Govt. Securities 62 129 161 262 308 446 
% Distribution 
FDI 21 24 32 42 48 46 
Portfolio 79 76 68 58 52 54 





Source’ Irving Stone, ‘British Direct and Portfolio Investment ш Latin America before 1914’, 
Journal of Economic History, Vol 37 (1977), pp.690—722. Adapted from Table 3, p.696 


relation to portfolio investment up to 1913 in Argentina.! On the basis of a 
broader reading of the evidence, Corley has suggested that 33 per cent of the 
stock of British FDI was in Latin America by 1914, compared with as little 
as eight per cent in the United States (or 11 per cent in the USA and Canada 
combined). Any attempt to press home the Stone-Svedberg revision by 
claiming that British overseas companies of the nineteenth century were 
comparable in their entrepreneurship and dynamism with their twentieth- 
century successors therefore needs to be substantiated in South America, 
but above all in the River Plate, the more so because relatively little of the 
British stake in North America appears to have been effectually managed." 


III 


Taken together, a wider definition of FDI and clearer identification of AOCs 
and MIGs suggest that British capital overseas was more deliberately 
managed, and its management concentrated in rather fewer hands, than used 
to be thought even 20 years ago. But the full force of these revisions has not 
been felt. 

In the first place, upward revisions of estimates of FDI may have been 
resisted because they appeared to entail implausible changes in the residual 
figures for portfolio investment. But it simply is not the case that direct and 
portfolio investment are mutually exclusive categories, as Stone misleadingly 
suggests." The distinctive feature of Stone-Svedberg investment, as Mira 
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Wilkins makes clear, is that capital of this kind was at one and the same time 
a portfolio investment from the perspective of the individual shareholders 
who owned it and a direct investment from that of the corporation that 
controlled it." What the Stone-Svedberg revision established was not that 
two-fifths of aggregate British overseas investment was direct investment, but 
that British FDI as a discretely conceptualised category (quite regardless of 
the domicile of its owners, which might well be Brussels, Buenos Aires or 
Toronto) happened to have a value two-fifths that of aggregate overseas 
investment by Bntish residents. 

A second source of reserve towards the Stone-Svedberg revision arose 
from the supposed impossibility of effective control of distant operations 
given the relatively poor transport and communications facilities of the 
nineteenth century. British-owned and -registered railways in North 
America had general been managed by North Americans.? Were not 
legally similar arrangements in other parts of the world similarly managed? 
Besides, when the British did attempt to manage assets overseas, was it not 
very often through companies with brass-plate City offices, lightly staffed 
and with negligible systems of reporting and control, operating in sectors 
better understood by local subordinates than the supposed British directors? 
What was the point of a reclassification that placed investment of this sort 
shoulder to shoulder with infinitely more systematic and complex 
organisations like J. & P. Coats or Lever Brothers?" 

The solution lies in the definition of the free-standing company. Mira 
Wilkins has very candidly admitted a confusion in her original formulation. 
The FSC was defined first and foremost by its origin outside any pre- 
existing firm that could have supplied an evolved management structure and 
competitive advantage. Wilkins orginally thought that the majority of 
British FSCs were relatively short-lived, failing because they never 
succeeded in developing effective management, and that they were the 
predominant form of British FDI. This meant that weak governance itself 
could be adopted as a second defining feature of the FSC. “The limited size 
of the typical head office was ultimately the crucial feature that 
distinguished these companies from contemporary U.S. multinationals', 
Wilkins claimed." Her early readiness to admit that a firm that developed 
effective management, albeit lean, was no longer a free-standing company 
hardly mattered so long as this category was assumed to be empty.” But in 
a country like Argentina or a sector like banking, where British FDI was 
predominantly to be found in companies that were effectively and not 
especially leanly managed from London, the contradiction between the first 
criterion (existence of a prior firm) and the second (effectiveness of 
management) becomes uncomfortably stark. A neat solution is to retain the 
category of the FSC when discussing the origin of international firms, but 
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find other terms to classify the current capability of any firm, regardless of 
origin, by the capacity of its managers to discharge their overseas 
responsibilities. A basic distinction between ‘derelict’ and ‘entrepreneurial’ 
firms might help, the former term capturing both the dereliction of duty to 
shareholders of which British directors were sometimes guilty and the 
condition of some of the managers sent out to oversee operations.” 

It is now possible to formulate more clearly some empirical questions 
relating to Stone-Svedberg FDI. Did most British FDI in South America 
originate in FSCs, or did Wilkins underestimate the permanence and quasi- 
corporate character of some of her ‘clusters’ — and Chapman underestimate 
the number and size of MIGs in South America? Furthermore, what 
explains variations in the proportion of FSCs that managed to avoid 
dereliction by developing effective British-based management without the 
support of an MIG? Why may this have been higher in Argentina than the 
United States? The remainder of this article gives much closer attention to 
the first of these questions even though the second is of greater quantitative 
weight. This is partly because of the relative neglect of South America in 
Chapman's original work on investment groups and partly because the 
history of AOCs in South America is already clear where monographs have 
been written and can never be known in cases where archives are lacking, 
so that there is relatively little to be said.? 

The remaining reasons why the Stone-Svedberg revision has been 
discounted are very closely related, and all have to do with the agreed 
defining characteristic of the FSC: lack of a pre-existing firm. It will be best 
to summarise them before examining each in a little more detail. Even if 
effective management of overseas assets was possible, the argument runs, 
the British firms put forward here as instances of entrepreneurial foreign 
investment differ in several crucial respects from their twentieth-century 
successors. Loose legal structures and dispersed ownership would have 
made it impossible for British managements, as principals, to retain the 
advantages of internalisation under nineteenth-century conditions. This is 
borne out empirically by the fact that there was generally no pre-existing 
firm in Britain with proven competitive advantage capable of acting to 
internalise markets by creating a subordinate Anglo-overseas enterprise, 
that the competitive advantage in many sectors of British overseas 
investment lay not in Britain but in the recipient economy, that attempts to 
control such undertakings from Britain often petered out into dereliction as 
control drifted to the seat of operations, and that few Anglo-South American 
firms stood the test of time. 

It is possible to contest this weak-control interpretation point by point. 
Far more attention is given here to the first objection, which is one of 
principle, than to the remainder, which are circumstantial. At the heart of 
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this line of attack, with its emphasis on principal-agent problems arising 
from loose legal structures and dispersed ownership, is the question of how 
managing agency arrangements or tiny minority equity stakes in overseas 
companies could hold together structures capable of effective exploitation 
of intangible assets without the gains leaking away to free-rider equity 
holders and predators on the one hand or deceitful local agents on the other. 

Following the 1862 Companies Act, cheaper access to incorporation 
offered investors protection against the worst consequences of inadequate 
control.” It also provided for a growth in scale that facilitated the creation 
of intra-firm inspectorates and other forms of monitoring and socialisation 
of remote agents.” The concurrent aggregation of companies into extensive 
but loose-knit mercantile investment groups, which appear to reintroduce 
principal-agency problems all over again, may tentatively be attributed to 
three chief causes, which also help the development of FSCs into effectively 
managed AOCSs. 

The experience and personal networks of the former Latin American 
merchants and City men who joined forces to create Anglo-Latin American 
MIGs and AOCs were intangible assets that could not easily be priced and 
were therefore best exploited within the firm. Conversely, for these same 
senior managers as substantial capitalists, one specific advantage of MIGs 
was that they performed the function, to which Williamson bas drawn 
attention, of providing a limited capital market rather in the manner of a 
modern conglomerate.” In addition, technological change had led to a 
substantial shift from non-specific to highly specific assets throughout the 
whole import-export system during the second half of the nineteenth 
century. The appropriate response might seem at first to have been vertical 
integration coupled with enhanced lobbying activities." But given rising 
populist sentiment against foreign investment in the independent republics 
of South America, the ultimately unpersuasive fiction of corporate 
independence within an MIG may have seemed more prudent. 

If this policy of loose association was economically and politically 
attractive, how were its gains to be defended? Hennart, developing an 
approach very similar to that attempted here, explains the circumstances in 
which minority stakes made sense. He looks to nineteenth-century evidence 
for instances where 'full internalization is not necessary and would 
substantially increase management costs’ .? These are to be found in British 
firms characterised by some combination of standardised technology, 
simple organisational forms, small scale and relatively short gestation, 
which made it rational for a small or medium-scale personal investor to buy 
shares directly in operating companies such as Indian or South American 
railways once their promoters had seen them through the flotation stage and 
nursed them for a year or two. Hennart regards British FSCs as 'concentrated 
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in mining and plantations' and concludes that, for want of adequate 
collateral to support debt financing, ‘most or all of the equity was sold 
directly to the public as opposed to intermediated via a multinational 
enterprise because projects were relatively simple to assess and relatively 
small in scale'.* 

To the limited extent to which this generalisation about FSCs is accurate, 
it expresses a truth about a rather empty and uninteresting category only to 
pose, by implication, the question of how intermediation was being 
achieved by more complex, long-gestation, capital-hungry, new-technology 
British AOCs, the shares of which appeared to be mostly in the hands of the 
general public, and MIGs seemingly held together by inadequate minority 
equity stakes. 

The answer lies partly in the power of the one-eyed in the kingdom of 
the blind. A small stake may be sufficient for control provided that others 
have even smaller stakes or are prepared to acquiesce in the policies of the 
current management. A second explanation is that there were rather more 
institutional investors around than has sometimes been supposed, but that 
they either lacked the influence over management that they have since 
acquired, or were restrained by ties of affinity with the controllers of the 
firms in which they invested, or both. In 1895, 68 individuals and 
corporations owned roughly 15 per cent of British FDI in the River Plate 
republics. Two-thirds of this stake, or ten per cent of the whole, was held by 
institutional investors." Whether through inertia or mutual loyalty they 
provided some protection against predatory raids which, in any case, were 
extremely rare at this date. 

A further argument is that one of the services provided in Britain was 
long-term investment syndication, and that this itself was a major source of 
non-sectorally specific competitive advantage on which to base 
internalisation. The reward was provided by carefully calculated gearing 
(ordinary shares as against preference shares and debentures: mix your own 
risk!). Loyalty was achieved by the record of past successes and success was 
assured by provision of a comprehensive and effective set of management 
services going well beyond financial services to include human resources, 
supply and marketing, and — where necessary — on-the-spot operational 
support.” In nineteenth-century conditions, a group of enterprises based on a 
bundle of services of this sort could function as a club with flexible 
boundaries. A strong hegemony able to deter free-riding on the public goods 
it provided by selective provision of specific incentives enabled what may be 
termed the ‘real’ firm to reach far beyond the boundanes of the legal firm. 

These considerations go a long way to answering the second objection: 
the apparent lack, in so very many instances, of a pre-existing British firm 
with proven competitive advantage. It is true that British overseas firms 
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were seldom majority-owned subsidiaries of pre-existing British 
corporations in their own sector, but it does not follow that they were new 
firms at the moment of incorporation with, by definition, no pre-existing 
firm-specific source of competitive advantage capable of being exploited 
through foreign investment. There generally was, in fact if not in law, a pre- 
existing firm based on a customary and informal network of personal and 
commercial relationships. 

Moreover, identification of informally organised nodes of strategic 
management in Britain, the shadowy but effective principals at the heart of 
Anglo-South American AOCs and MIGs, helps answer a third charge: that 
competitive advantage in the sectors where Stone-Svedberg investment 
looms largest generally lay in the recipient rather than the investing 
economy. Americans, it is alleged, were better ranchers and miners than the 
directors of British companies in these sectors. While many Scots and 
Cornishmen might protest, this is bardly the point. The advantage of the 
British lay in organisation, trading connections, market access, and financial 
technique rather than in the ostensible activity of their overseas operating 
companies. 

The tension between generic financial and commercial advantage and 
operational or sector-specific sources of competitive advantage cannot 
lightly be dismissed, for in practice it often resulted in intra-firm conflict 
between British directorate and local management, especially when the 
latter had originated an overseas operating company before turning to 
Britain as a source of fresh capital. The success of such vendor- 
entrepreneurs in wresting contro] from British directorates might be 
regarded as another indicator of the entrepreneurial weakness of the British 
and an argument against the Stone—Stopford reclassification.” Yet in South 
America struggles of this sort frequently ended in victory for the British 
controllers, the crucial advantage in these internal conflicts arising from a 
much greater relative superiority in access to product and capital markets 
than British investors in North America could aspire to.” 

To sum up, British nineteenth-century FDI arose from the use of 
internalisation by pre-existing informal networks of technical, financial, 
legal, commercial and political expertise to exploit intangible assets more 
often than from the proprietary technology and differentiated products of 
the typical early twentieth-century manufacturing transnational. Yet this 
could quite rapidly result in the emergence of complex and thoroughly 
governed corporations. This claim still needs to be substantiated and 
quantified. Above all, the case has to be made for South America if the 
thesis of a large-scale and entrepreneurial tradition of British nineteenth- 
century FDI is to stand any chance of acceptance because of the quantitative 
importance of Latin America to the Stone-Svedberg revision, and the task 
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of sustaining the thesis in Latin America is made harder than it would be in 
Asia, for example, by the poor survival record of British firms. If British 
FDI was not merely potentially but effectively controlled from Britain, why 
were the Anglo-Latin American mercantile investment groups and 
independent companies of the later nineteenth century so short-lived? Why 
did they fail? 

The false move in this final argument against acceptance of 
Stone—Svedberg investment is the step from short life to failure. The spirit 
of British FDI in the later nineteenth century, even after it adopted corporate 
form, remained resolutely mercantile and financial. 'No Fordism, please! — 
we're British.” What distinguished FSCs was perhaps not so much lack of 
governance as the purpose of that governance, which was typically more 
attuned to the recruitment of specialised management, establishment of 
supply, transport and marketing support, financial nursing and 
reconstruction, and political risk management than to any longer term 
development and technological deepening, whether of industrial, utility or 
service enterprise. So part of an answer to the question 'Why were British 
companies relatively short-lived?' is that they developed within a 
mercantile culture that still regarded the corporation as an ephemeral 
vehicle for the advancement of personal and family business interests. Such 
interests expected to move on periodically. After all, the movement of 
capital into the River Plate region from the mid-1870s seems to have been 
in part a displacement from the United States.” 

Yet there were numerous distinguished exceptions to this rule: 
companies that stuck it out and transformed themselves into more 
recognisably bureaucratic twentieth-century forms. The next and more 
interesting question, therefore, is why more of those British FCFs that did 
move towards more bureaucratic management, more specific assets and 
tighter financial structures did not persist. Why did Latin America, such a 
strong field of British FDI before 1914, produce less twentieth-century 
British transnationals than Asia? 


IV 


Before the strategies of the most successful instances of British FDI in 
South America can be assessed, the major Anglo-South American MIGs of 
the later nineteenth century need first to be identified. Stanley Chapman 
performed a great service by identifying the genus of mercantile investment 
groups." But for Latin America the list he provided was incomplete. A 
fuller list is best arranged by sub-region: Brazil, the River Plate and the 
West Coast. Table 2 offers a summary. 

Precisely because they lack any discrete legal personality, the identity 
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ANGLO-LATIN AMERICAN MERCANTILE INVESTMENT GROUPS, CIRCA 1914 








Sub-Region Main Sectors Capital Employed 
(£ million) 

Brazil 
E. Ashworth Textiles, footwear not known 
Wilson & Sons Shipping, port services not known 
Knowles & Foster Banking, milling, 

brewing, sugar, 0.6 

agricultural machinery 
Alfred Booth Shipping, hides, physical 1 (excl. US and UK 

infrastructure manufacturing interests) 
E. Johnston & Sons Coffee 2.0 + (1920) 
River Plate 
Nield & Co. Land, footwear, paint, 

cement, financial services 0.7 + 
Drabble Brothers Land, meat, rails, 

refrigerated transport and 

storage, butchers 1-5 
Morrison Financial services, 

Physical infrastructure 7.0 
Antwerp (Gunther) Meat extracts, tannery 

supplies, banking, 

ranching 4.8 
West Coast & Mexico 
Balfour Williamson Oil, milling, nitrates, 

shipping 45 
Antony Gibbs & Sons Milling, nitrates, iodine, 

baking mining 2.0 (1900) 
Locketts Nitrates, sugar 0.5 (1911) 
Graham Rowe Sugar not known 
Duncan Fox Milling, nitrates, cotton not known 

ginning and by-products, 

textiles 





Sources. S Chapman, Merchant Enterprise (1992); С.А. Jones, Briuh International Business 
(1987), R.G. Greenhill and R.M. Miller, ‘Merchants, Industnalists, and the Ongins of 
British Multinational Enterprise’, forthcoming in CM Lewis and R.M Miller (eds.), 


Brush Business “ 
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and size of MIGs pose more problems than those of AOCs. Only where 
correspondence has survived and been studied by historians are the 
boundaries of a unit of strategic management embracing a multiplicity of 
legally distinct corporations clearly discernible. Before presenting the 
details of MIGs in tabular form, an attempt is therefore made to arbitrate on 
a few boundary disputes. 

Everything about the confidential correspondence of the London & 
River Plate Bank suggests that, even though George Drabble was its 
chairman for many years, and an active chairman, this was a tue AOC and 
not the kind of back-pocket bank that acts as the creature of a broadly based 
mercantile investment group. The temptation to swell the size of the 
Drabble group by including the London Bank has therefore to be resisted.” 

It remains an open question whether (and if so, over what period) other 
Anglo-Latin American banks should be regarded as belonging to MIGs. 
Some doubt exists about relations between Knowles & Foster and the Bank 
of London and Rio de Janeiro and between E. Johnston & Co. and the 
London & Brazilian Bank during the years up to 1890. Thereafter, those 
banks, like the London & River Plate Bank, appear to have acted quite 
independently for a period as AOCSs, before failing or being absorbed by 
Lloyds Bank in the inter-war period. 

By contrast, relations between the Morrison family interests in land, 
utilities and transport and their quasi-bank, the River Plate Trust Loan & 
Agency Company, were much closer. Founded in tbe early 1880s on the 
ruins of the Mercantile Bank of the River Plate, this was not a fully fledged 
deposit bank. Together with its sister companies, the Mortgage Company of 
the River Plate and the River Plate & General Investment Trust, it originated 
several Anglo-South American corporations by arranging flotations and 
corporate reconstructions in London, dealt in the securities of group 
members, hired professional and technical staff, and also acted as agent in 
Buenos Aires and London for a number of smaller Anglo-Argentine FSCs.* 

Here it appears that strategic control was exercised over the Trust 
Company by active members of the Morrison family while executive 
control lay with John Morris of the Morrison family solicitors, Ashurst, 
Morris, Crisp & Co. The group was cemented by a network of minority 
holdings and overlapping directorships. Detailed and frequent correspondence 
was maintained on a variety of general management issues including 
finance, politics, legal issues and senior staffing. There was no need to 
incorporate the group or create a holding company with majority stakes in 
cach operating company. To have done so would only have increased costs. 

It 15 hard to see why Chapman has persisted on classifying this group as 
portfolio investment.* Like other cases he considered, it consisted in a 
redeployment of British-based mercantile capital and was characterised by 
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clear managerial control. However, though Walter Morrison was an active 
chairman of the Central Argentine Railway, there is no evidence to suggest 
that this major AOC, with £10 million capital in the mid-1890s, belonging 
to the Morris/Morrison group. Like George Drabble’s interest in the London 
Bank, this must be set aside. 

Two points emerge from this varied history of relations between Anglo- 
Latin American financial AOCs and mercantile investment groups. The first 
is that the integrity and bounds of MIGs have to be established case by case, 
wherever possible from business archives. The second is that there was a 
centrifugal tendency, not confined to banking, for the larger and more 
successful members of mercantile investment groups to spin off from MIGs 
and become AOCs. 

Table 2 provides a listing of Anglo-South American MIGs. Among the 
Brazilian omissions from the Chapman list are the Ashworth textile group, 
with three mills in Brazil manufacturing canvas shoes, woollens and 
cottons, one in Lancashire, an interest in the Buenos Aires Alpargatas 
factory (canvas and rope shoes), and extensive mercantile activities." No 
estimate of value is available, but the Brazilian cotton mill is said to have 
employed 600 hands in 1913.” 

Similar to the Ashworth group in their concentration on production for 
local demand were Wilson & Sons and Knowles & Foster. The first 
provided a range of port services, including coaling and stevedoring, in 
several Brazilian cities including Recife, S&o Paulo, Rio de Janeiro and 
Santos, and the River Plate. More clearly dependent on the local market was 
Knowles & Foster, listed by Chapman with a group capital of £0.6 million 
in 1912.” The firm had diversified from general trade into merchant 
banking, brewing, milling, sugar and the local marketing of agricultural 
machinery. The integrated character of the group is clear from a detailed 
archivally based study of Rio Flour Mills Ltd. 

Also in Brazil, though with extensive interests in the United States and 
Britain, was C. & A. Booth, whose shipping interests burgeoned to include 
port services and river transport as they rode the Amazon natural rubber 
boom. These Latin American interests were worth in excess of £1 million 
by 1914. Later decline cannot be taken as evidence of managerial failure or 
lack of strategic vision. Quite the contrary. Alongside its Latin American 
concerns Booths had by 1914 developed a specialised vertically integrated 
business in glacé kid and conducted a worldwide trade in hides. Its British 
and United States tanneries produced a branded kid — ‘Surpass’ — that was 
sold throughout the eastern United States by a motorised sales team. Later, 
when the fashion for kid boots waned, Booths once again demonstrated 
resourcefulness, moving into pre-fabricated construction to meet the post- 
war demand for municipal housing in Britain." So, while Booths survived 
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into the second half of the twentieth century as one of the largest British 
private companies, it did so by recognising very firmly the importance of 
large and rapidly growing markets and the spending power of the state. This 
Jed the firm &way from its Latin American roots. 

A fifth Anglo-Brazilian mercantile investment group — based on the 
coffee exporting firm of E. Johnston and organised through Brazilian 
Warrant Co. Ltd, has recently been described in detail by Robert Greenhill.* 
Starting as exporters, the Johnstons integrated back into coffee plantations, 
becoming the third largest coffee growers in Brazil by 1924, with 3.5 
million trees. They also integrated forward into the British market, trying, 
though ultimately without success, to develop their own 'Fazenda' brand. 

Some relatively small family-based mercantile investment groups 
survived up to 1914 in the River Plate. Among them was the Manchester- 
based Nield family, with an import-export business, the agencies of the Sun 
Insurance Office and of two Anglo-Australian mortgage companies, 
factories making cheap canvas footwear, cement and paint, substantial 
ranching interests, a considerable portfolio investment in the region, and 
several directorships. The book value of the partnership capital of the 
Buenos Aires house in 1914 was £700,000. The value of the group at its 
height must have been considerably more than this.*? 

The Drabble group has already been considered, though only in order to 
distinguish it from the personal interests of its founder, George Wilkinson 
Drabble, in the London & River Plate Bank. Drabble and his family had 
very extensive ranching interests in Uruguay and Argentina. The United 
Estancias Company was registered as a private company in London in 1900 
to manage these interests, with a capital of £100,000, but Mfguez claims 
that the assets of the company were worth a great deal more than this.“ 
Downstream integration was achieved through the River Plate Fresh Meat 
Co. (1886), of which Drabble was chairman. This operated a meat-freezing 
plant at Campafia and 46 wholesale depots in Britain. Though Greenhill and 
Miller are doubtless correct when they claim that the Campafia frigorifico 
cannot have relied largely on sheep from the Drabble estancias, the strategic 
value of this internal source of supply very probably lay in the strength it 
gave the company when negotiating with independent suppliers when prices 
were high at the start of the season." 

Like the Drabble group, the Morris-Morrison group has already been 
described. One further point needs to be made. An integrated Anglo-River 
Plate mercantile investment group under centralised executive control, this 
set of undertakings centred on John Morris and James Anderson, successive 
chairmen of the River Plate Trust. As the fortunes of the utility and pastoral 
interests at the heart of the group withered under Peronist attack, executive 
control passed to the managers of the Buenos Aires branch of the Trust 
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Company, which registered as an Argentine company. By the 1960s the 
River Plate Trust and the River Plate & General had become straightforward 
investment trusts with little more than a portfolio interest in their Latin 
American investments.“ The Morrison family, meanwhile, became 
gentrified. What had been a strategic unity between 1880 and 1910 split 
three ways thereafter, the bonds between capital base, general management 
and regional management gradually weakening. 

Less has been said about the Antwerp group. The main ground for 
treating Liebig’s Extract of Meat Company and the Forestal Land Timber & 
Railways Company as members of a single group is the strong part played 
in the early years of both companies by the Gunther family. The group is 
referred to here as the Antwerp group because the Gunthers, though resident 
in London, continued to maintain close connections with other Antwerp 
firms interested in meat, hides and tanneries, such as Wilhelm Mallinckrodt, 
Ernest P. Grisar, and Kinigs, Günther & Co., and to draw on a pool of 
Belgian and North German capital to finance their River Plate ventures. 

This group is the most obviously innovative and industrial of the Anglo- 
River Plate firms. Liebig's originated the Oxo Cube, which stands alongside 
Sunlight Soap or Cadbury's Chocolate in its use of packaging, branding and 
advertising to gain added value through the development of a generic 
household product. When the Gunthers and Emile d'Erlanger set up the 
Forestal Company in 1906 they appeared to be acting purely as mercbant 
bankers, with control remaining in the hands of the vendors of the 
established quebracho extract business the new company had been set up to 
acquire. However, the role of Charles Gunther as chairman in the years up 
to 1914 suggests that it may be regarded as part of the broader Anglo- 
Belgian group. Yet after the Great War both operating companies of the 
Antwerp group would be drawn away from any distinctive association with 
South America by their firm base in European markets. Forestal in 
particular very quickly diversified its sources of raw materials by 
investments in Africa." 

To Balfour Williamson and Antony Gibbs, the two West Coast firms 
listed by Chapman, should be added at least three others: Duncan Fox, 
Locketts, and Graham Rowe. Of the five, Duncan Fox with its interests in 
flour milling was taken over by Ralli in the 1970s and eventually fell prey 
to Cargill; Graham Rowe, active in sugar production, failed in the 1930s; 
while W. & J. Lockett & Co., with interests in Chilean nitrates, railways, 
banking and the British Sugar Company in Peru, rested on its laurels, selling 
off the nitrate interests to a Chilean buyer in 1928 and forming the family 
interests into a British limited company with an authorised capital of 
£300,000 the same year." Of the firms Chapman did list, Balfour 
Williamson was undoubtedly the most energetic, managing the Lobitos Oil 
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Company, with a British refinery and diversified markets, for many years, 
and retaining its corporate independence until the 1970s.” 


V 


This article has argued for the reality of British control over Anglo-South 
American FDI and for the preponderance of AOCs and MIGs over free- 
standing companies in the sub-continent. The previous section has 
established that there were more Anglo-South American MIGs than 
Chapman listed. Precise figures for capital invested cannot be ascertained in 
every case, but the aggregate seems likely to have been in the range £30-40 
million, perhaps no more than ten per cent of total British FDI in South 
America and almost certainly no more than 20 per cent. So while a fuller 
listing of MIGs sets the record straight, it does not of itself establish the 
claim that lean management was uncharacteristic of British FDI in the 
region. 

To do this for all South America would require an exhaustive case-by- 
case examination of the remaining companies to see how many, having 
originated as FSCs, lingered on the stage as derelicts. But given the 
importance of Argentina as a destination of British FDI, some rough 
dimensions may be gleaned from a partial survey of share-registers from the 
mid-1890s. Using archival and secondary sources to identify as many as 
possible of the Anglo-River Plate companies active in the mid-1890s, a list 
of 71 companies was drawn up for which share registers were available. 
Given the effects of the Baring crisis, the nominal (£76.0 million) or paid- 
up (£62.2) capital of these companies, taken together, was roughly 
consistent with Rippy's 1890 estimate of £97 million nominal in 77 
companies. In the light of what 1s known of the management of the larger 
railway companies, financial institutions, MIGs and land companies from 
archival research it is readily apparent that no less £50 million, or 80 per 
cent of the paid-up capital, at a minimum, was managed by companies with 
Systematic accounting practices, reporting systems, and appropriate 
professional and technical staff. The problem, indeed, is to identify any 
companies, barring one or two of the smaller estancia companies and the 
odd financial shell, that lacked managerial substance. Add concentration of 
Share ownership and an overlap between holders of multiple directorships 
and major shareholders, and the Anglo-North American image of lean 
management, lack of direcuon and effective control in the host country 
quickly vanishes. At least 45 per cent of the total paid-up capital of the 71 
companies was owned by as few as 1,800 corporations and individual 
shareholders. One hundred and sixty of these, each with holdings totalling 
in excess of £50,000 in at least four companies, held just over 15 per cent 
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of the total. Of the 20 individuals who held four or more directorships of the 
71 companies, three belonged to this wealthy group, while a further eight 
either held significant amounts in more than four companies or a total of 
more than £50,000 in less than five companies. 

It will be evident from the 1914 snapshot of the larger Anglo-Latin 
American MIGs in the preceding section that some had, during the 
preceding 20 years, adopted conscious strategies of vertical integration or 
diversification and had started on the road from footloose merchant house 
toward modern transnational by investing substantially in activities 
requiring fixed capital. If anything, the picture of large-scale, systematically 
managed and relatively concentrated capital conveyed by the 1890s River 
Plate survey would have intensified by 1914 through railway amalgamations.” 
Yet if this was the case, why did the Anglo-Latin American firms not 
survive to become household names like their home-based industrial and 
financial counterparts? What was this if not failure? 

In at least two sectors — banking and extractive — that have seemed to 
twentieth-century eyes somewhat backward looking and conservative, 
determined efforts were made to adapt nineteenth-century concerns to 
twentieth-century conditions. Thus, while it is fair to criticise the Anglo- 
South American banks for their failure to respond to the declining deposit 
shares that followed from their over-reliance on Anglo-Latin American 
corporate business in the early years of the twentieth century, the motive of 
the London & River Plate Bank in accepting an offer from Lloyds Bank in 
1918 was to reverse this decline by using the Lloyds link to develop new 
business with British heavy industry.” 

In the same way, the resource-based or extractive sector, while including 
much traditional production of undifferentiated commodities, also 
embraced innovatory activities (oil in Peru and Mexico) and the production 
of specially graded and branded goods with greater added value for sale 
both to downstream producers (nitrates and quebracho extracts) and to 
households (‘Bovril’, ‘Oxo’, or ‘Fazenda’ coffee). Even in more traditional 
areas of production, such as British family-owned cattle and sheep estancias 
in Argentina, recent research has revealed cases, such as the Walker estates, 
of large-scale landowning conducted with ‘full utilization of resources and 
the most strict profit-maximising rationality’. 

There is, in short, a prima facie case for rejecting simple charges of 
strategic inertia. Yet no distinctively regional modern transnational 
corporations were to emerge from the Anglo-Latin American mercantile 
investment groups of the nineteenth century to match Jardines or the 
Inchcape group in the East. Such firms would have qualified as TNCs had 
they developed some combination of three additional features: operations in 
more than one overseas country, operations in the home country, and a more 
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elaborate and bureaucratic management, but few did so. 

This was the result of a combination of circumstances, not all of which can 
be considered here. They include misplaced optimism about the potential of 
local markets, the lure of more lucrative opportunities elsewhere, 
vulnerability to hostile local regimes as the sub-continent lurched into a long 
phase of dirigisme, strategic desertion by a British imperial state eager to 
placate (and pay) the United States while concentrating its dwindling military 
forces firmly on the Mediterranean and the East, and vulnerability to 
expanding UK-based industrial and service transnationals. 

Some, including Ashworth, Knowles & Foster, Nield, and the West 
Coast mulers, pinned their faith on the growth of Latin American markets. 
In this they were to be doubly disappointed as Latin American economies 
were buffeted by the inter-war crisis and their governments acceded to 
populist demands for regulation and economic nationalism. Others, 
recognising the weakness of Latin America as a base, attempted to break 
out; but the search for long-term growth led the successors of John Morris 
back to the City of London, and took Booths away from Latin America to 
the United States and, later, Great Britain. 

As for those, like George Drabble, the Gunthers, the Johnstons, the 
Locketts or Balfour Williamson, who tned to develop value-added products 
for sale to more dynamic markets in Britain and Europe, they experienced 
some success in niches (quebracho and meat extracts) where Latin America 
had a particular competitive advantage, but more often they languished 
because of the relative uncompetitiveness or low prices of their 
undifferentiated products (sugar, nitrates), because they failed to achieve the 
level of product differentiation that would have fed rapid growth (Johnstons 
with 'Fazenda' coffee), or else were minor players fated to succumb to 
United States competitors with stronger resource bases and larger domestic 
markets (Balfour Williamson and Lobitos oil, Drabble and meat). 

Is this a story of failure? The argument is reminiscent of a much older 
one about British trade with Latin America.” Once again, there is 
conformity between individual success and what, to a mercantilist, must be 
judged collective or national failure. The fact that Anglo-Latin American 
MIGs did not transform themselves into giant twentieth-century 
transnational corporations with South American operations does not in the 
least conflict with the major claims of this article. At least 14 such groups, 
each with central direction, together deployed a combined capital well in 
excess of £26 million in 1913. Their merchant controllers, recognising from 
the 1870s that improved transport and communications exposed much of 
their traditional foreign exchange, insurance, shipping and trading business 
to competition from vertically integrating British-based firms, developed 
strategies that made creative use of incorporation and access to the London 
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capital market to fight a long and often profitable rearguard action against 
competitors based in developed-country domestic markets, hostile local 
governments, and the indifference of the British government. Nor did they 
shy away from industrial activity, albeit in traditional sectors. Together with 
the equally entrepreneurial directors of the leading pre-1914 AOCs, they 
made a good deal of money along the way, and acted with enough resolve 
and intelligence to clothe the ghostly spectacle of Stone-Svedberg FDI with 
flesh. 
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The Nature and Dimensions of Scottish 
Foreign Investment, 1860—1914 


CHRISTOPHER SCHMITZ 
University of St Andrews 


There has been much debate in recent years, amongst economic historians, 
about the volume and characteristics of Britain’s foreign investment since 
the early nineteenth century, and about the effects — negative or positive — 
that this outflow of capital has had upon the development of the British 
economy.' Considerable difficulty arises, however, in dealing with these 
issues; because of the wide variety of ways in which foreign investment can 
occur, and because dealing with economic performance at the level of the 
whole British economy presents major problems in terms of the diversity of 
growth experience, from region to region and sector to sector. This paper 
presents the principal results of a wide-ranging examination of Scottish 
foreign investment’ in the half century before the First World War, which 
may offer new insights into this debate for two principal reasons: as outlined 
below, the relevant Scottish data are very much more accessible and 
manageable than their English equivalents, and assessing the interaction 
between the Scottish regional economy and global investment markets is 
almost certainly a more straightforward matter than an equivalent exercise 
for the entire United Kingdom. 


II 


In exercises of this nature, the disparate modes of capital export? are 
particularly daunting to the researcher and potentially include: (i) British 
residents* purchasing securities in home-based firms operating in whole or 
large part abroad, or (ii) in foreign-based firms; (iii) the purchase of the Joan 
stock of foreign governments and municipal corporations; (iv) the placing 
of cash deposits with foreign banks and other financial institutions; (v) the 
direct investment activities of British-domiciled multinational enterprises, 
especially where loan capital and retained profits finance the expansion of 
foreign subsidiaries; (vi) foreign loans, including mortgages against real 
property, undertaken by British financial institutions such as banks, 
insurance companies and specialist foreign investment and mortgage 
companies; as well as (уп) overseas assets retained by former expatriates.’ 
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The accessibility of archival sources for each of these categories varies 
significantly. The most readily available relate to a major sub-set of (i), in 
the form of statutory returns of capitalisation and shareholdings for 
dissolved limited liability companies formed from 1856 onwards.‘ In the 
case of London-registered companies, these returns are held in the Public 
Record Office, at Kew, but unfortunately these have been reduced in bulk, 
to save shelf-space, by only preserving complete annual returns for a one 
per cent sample of companies registered. In all other cases, the London files 
have been pruned so as to hold the first, last and every intermediate fifth 
annual return of capitalisation and shareholders (and, in the case of files 
deposited since 1960, to every tenth intermediate return). In contrast, files 
relating to dissolved companies registered in Edinburgh have been 
preserved in their entirety, in most cases in the Scottish Record Office, but 
are otherwise identical in every respect.’ 

These London and Edinburgh returns provide data on equity stock but 
rarely, if ever, appear to itemise issues of non-equity (debenture) stock, 
which were an important form of capitalisation in the period under review, 
as discussed below. Issues of such fixed interest bearing debenture bonds, 
as well as government and municipal securities, were usually handled by 
merchant bankers in London and elsewhere, and access to their records 
remains far from complete, and seems likely to remain so for some time to 
come. Similar considerations apply to categories (iv), (v) and (vi), where 
scholars have only been able to examine the records of a relatively small 
number of financial institutions and multinational enterprises, even where 
these have survived. Even more profound problems are apparent with 
categories (ii) and (vii), where the fragmentation and worldwide dispersal 
of surviving records probably renders systematic analysis impossible. In 
these terms, access to a separate set of official records, probate inventories, 
is of immense potential value. In itemising the estate of deceased persons 
during the period under review, probates normally detail holdings, not only 
of equity stock, but also of debentures, government and municipal bonds, 
bank deposits, and real property owned abroad. Once again, unfortunately 
for the economic historian, there is a divergence in English and Scottish 
archival accessibility. Whilst Scottish probates are openly available to 1914 
and beyond, those in England are firmly closed to all investigators, as a 
matter of official policy. | 

Against this broad background, a particularly fruitful focus of research 
has been the study of Scottish foreign investment since the early nineteenth 
century, as well as related aspects of the development of Scottish capital 
markets and institutions. Not only are the accessible records more complete 
in Scotland, as suggested above, but the relatively limited dimensions of its 
investment activity and investing community render systematic analysis 
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more viable than would be the case for the whole of Britain.* Additionally, 
discussion of the impact of capital exports upon the domestic economy are 
potentially more manageable, by virtue of the smaller scale and relatively 
lesser sectoral diversity of the Scottish regional economy. It might, of 
course, be argued that Scotland was just one local capital market within the 
United Kingdom, alongside South Wales or Merseyside, for example, and 
does not merit consideration in its own right. However, studies of company 
formation and capital markets in nineteenth-century Scotland by Payne and 
Michie confirm tbe existence of a vibrant and close-knit investment 
community based around Edinburgh, Glasgow, Dundee and Aberdeen? 
This, it is argued, made major innovations in mobilising capital exports in 
the period before 1914 (and the period since), for example in promoting 
some of the first investment trusts." Given legal identity by a separate 
registration system, and reinforced by fruitful contacts with widespread 
networks of expatriate Scots, Scotland's pre-1914 capital market does 
appear to stand apart from local markets in England and Wales; just as its 
cultural identity was preserved, at least in part, by separate judicial and 
educational systems. 

Published work on Scottish capital markets and institutions, as well as 
wider aspects of foreign investment, has grown vigorously in recent years. 
Payne provides a foundation-stone to such study, with a detailed statistical 
analysis of all Scottish registered limited liability companies formed 
between 1856 and mid-1895 which had been dissolved by the early 1960s. 
Michie complements this with a wide-ranging survey of the evolution of the 
Scottish capital market during the nineteenth century, including such topics 
as the evolution of stockbroking and the provision of industrial finance. 
Britton, and Morgan and Moss have discussed the Scottish wealth-holding 
elite of the pre-1914 era; Lenman and Donaldson examined the interplay 
between domestic economic activity and foreign investment in one 
prominent part of the Scottish capital market, the city of Dundee; while 
Scott and Hughes analysed networks of ownership and control in Scottish 
business since around 1900. The role of financial institutions in generating 
capital outflows has been studied by Tyson, Weir and Treble;" whilst studies 
of leading Scottish-based foreign enterprises and investment groups have 
been published by Checkland, Corley, and Jones. Discussions of Scottish 
investment in specific regions include Bailey, Macmillan, and Schmitz on 
Australia; Pearce, Tyson, Jackson, and Kerr on the United States." 

The research represented ın this paper aims to complement this existing 
literature by providing, for the first time, systematic estimates of the overall 
growth of Scottish foreign investment in the period between the 1860s and 
the First World War." In particular, it seeks to provide data which would 
allow evaluation of existing, widely cited estimates of pre-1914 stocks of 
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Scottish foreign lending which suggest that this rose from around £60 
million in 1870 to about £500 million in 1914.“ Such figures, if correct, 
would represent a rise from seven to 12 per cent of conventional estimates 
of total United Kingdom foreign lending.” A standard economic history of 
Scotland strikes a widely echoed note when it states that: ‘It was a 
commonplace of late Victorian comment that Scotland invested abroad on a 
scale per head with no parallel among the other nations of the United 
Kingdom.'* However, measured against the fact that Scotland's population 
remained a fairly steady 10.5 per cent or so of that of the whole United 
Kingdom between 1870 and 1914, such a view is probably only correct 
towards the end of the period under consideration. Nevertheless, and 
particularly in relation to the view that high levels of capital export impaired 
domestic capital formation, there remains much scope for testing the 
equally widespread assertion that 'Scotland almost certainly invested more 
abroad and not enough at home' before 1914." 


III 


In order, first of all, to construct estimates of Scottish foreign investment 
through the medium of corporate security holdings, it was necessary to 
examine: (1) files of 784 limited liability companies registered in Edinburgh, 
between 1862 and 1914," which were identified as being formed 
substantially or wholly for foreign activities (including general investment 
trusts), and which had been dissolved by about 1970,” (11) similarly defined 
files of 69 Edinburgh-registered firms which were still active at July 1992, 
or which had been dissolved between about 1970 and 1991;” (iii) a sample 
of files for similarly defined London-registered limited liability companies, 
which had been dissolved before 1964; as well as (iv) Scottish probate 
inventories containing foreign assets (and listing a variety of holdings 
including corporate stocks) for each of the years 1867, 1890 and 1913. 
Additionally, a range of published sources, particularly the annual volumes 
of the Stock Exchange Year Book (1875—1914), were examined in order to 
gather data relating to the non-equity capitalisation (debentures, loans) of 
foreign ventures and investment trusts. 

Complete shareholder lists and capitalisation details were obtained for a 
random sample of 82 of the Edinburgh-registered companies liquidated by 
around 1970, allowing analysis of gender, occupational (where given), and 
geographical distribution patterns.” These lists were collected in each case, 
where possible, at the first, fifth? and last? annual returns, as well as that 
taken during (or nearest to) the year 1913.* Additionally, a random sample 
was extracted of 45 annual returns made by London-registered limited 
liability firms? for foreign ventures registered between 1860 and 1914, 
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extracting details of all holdings in the name of Scottish residents, on the 
basis of the first annual return and that nearest to 1913, if available. Finally, 
data was drawn from the complete list of 92 Scottish probated estates 
registered in the year 1867, and identified as containing foreign assets, as 
well as ten per cent random samples of the 654 such estates of 1890 and the 
1,508 estates of 1913 (see Tables 5 and 6, below).* 

It is necessary to highlight a number of methodological and definitional 
problems that emerged in the course of this exercise, as well as the 
conventions that were adopted to deal with them. First, a variety of 
complementary methods were used in order to identify the total population 
of 853 Edinburgh-registered firms of this survey, including a wide reading 
of published sources, such as the Stock Exchange Year Book. This process 
also rested heavily on numerous readings of the BT1 ledgers” and the typed, 
chronological index of dissolved company names (BT2 series) in the 
Scottish Record Office. In many cases, the nature of a company would be 
clear from its title,” but in others, companies which were indeed foreign 
ventures hid behind names that gave little clue to their true identity.” Thus, 
it cannot be claimed, at least at this stage, that the list of 853 companies is 
exhaustive, and there may well be a few more companies with names (rather 
like Young, Robertson & Co. Ltd”) which have evaded notice, but which 
were primarily engaged in foreign activities. Nevertheless, the present 
database must contain the vast majority of such firms and the general 
characteristics of Scottish-registered foreign ventures derived from it 
would, in all probability, not be significantly altered if further candidates for 
inclusion were to be identified." 

There were also numerous problems associated with classifying data, 
many of which have been previously encountered by Payne." These include 
determining the life of the company when the date of its demise is not clear 
from the official returns," and deciding upon an activity group when legal 
considerations encouraged firms to describe their aims as widely as 
possible. In all such cases, Payne's guidelines have been followed as closely 
as possibly, with the object of ensuring broad compatibility with his 
findings, although inevitably some problems or ambiguities remain. 

The principal results from analysis of the 853 Edinburgh-registered 
companies formed for foreign activities, or as general investment trusts, are 
contained in Tables 1 and 2. These illustrate a range of features: for 
example, the predominance of mining company registrations (44 per cent of 
firms, although only 31 per cent of paid-up capital at first return — Table 1), 
and the importance of North America as a field of investment (28 per cent 
of firms and 41 per cent of paid-up capital at first return — Table 2). 
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TABLE I 
COMPANIES REGISTERED, 1862-1914. SECTORAL BREAKDOWN 





























Companies Initial capital and shareholding 
(number) Nominal Paid Sharcholdings 
(total - £ millon) (thousands) 
Mining, quarrying, oil 376 21.02 9.54 22.6 
Gold mmmg 165 9.19 4 43 124 
Copper minag 29 4 91 1.98 43 
Agnculture, ranching 184 20.53 7.49 18.4 
Rubber plantation 46 233 112 7.5 
Tea plentebhon 30 4.72 2 0I 33 
Livateci, ranching 21 5.48 1 57 54 
Manufacturing 34 2.90 0.93 2.0 
Jute sponning 7 127 0 20 10 
Transport, communications 18 271 0 81 0.4 
Services, utilities 42 2.67 0.70 1.1 
General trashing, хет ыз 51 1.24 0.60 09 
Investment, rea] ostato 148 38.91 10.31 23.1 
Lave Amtes tr, general investment 87 19.71 7 67 130 
Mortgage операт 29 1155 J. 56 69 
Land, read evite 31 7.45 1 28 3 2 
Miscellaneous 10 0.40 0.07 0.4 
General, unspecified 4l 1.06 0.49 1.7 
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TABLE 1 (continued) 
COMPANIES REGISTERED, 1862-1914 SECTORAL BREAKDOWN 























Year Five Capital and shareholding Paid 1913 
Nominal Ракі Shareholdings (£ millloa) 
(total - £ million) (thousands) 

Mining, quarrying, ou 13.73 10.11 22.4 7.95 
Coid mung 4 90 3 48 11.2 ‚1.51 
Copper memng 3 OR 237 583 О 88 

Agnculture, ranching 20.81 12.79 20.0 13.10 
Rubber plantation 200 2 14 10.0 227 
Tea piantatson 516 348 07 3.59 
Livestock, ramciung 6 59 332 48 3.20 

Manufactunng 2.54 1.50 1.7 3.00 
Jute spen mne 132 0,49 03 2.05 

Transport, communicat юпа 3.12 2.17 1.1 1.33 

Services, utilities 2.48 1.11 1.2 0.84 
General trading, agencias 2.28 0 98 10 0.74 

Investment, real ostato 41.24 16.03 19.6 21.81 
гране rash, general moeximen! 23.52 11 50 93 17.98 
Mo фаре companies 12 54 2 14 6.7 3.54 
Land, real eskate 511 209 3.7 0 30 

Miscellaneous 0.14 0.09 0.6 0.05 

Серега], unspec: fied 1.30 0.83 23 0.32 

TOTAL 85.37 44.63 63.9 48.49 


Sources Scottish foreagn-venture companies database (see text) 


SCOTTISH FOREIGN INVESTMENT 49 


TABLE 2 
COMPANIES REGISTERED, 1862-1914 GEOGRAPHICAL BREAKDOWN 


























Companies Initial capital aod sherehdl ding 
(member) Nominal Paid Shareholdings 
(total - £ million) (thousands) 

Europe 82 4.13 1.86 3.2 
Spam, Portugal 52 2 86 1.45 20 
North Amera 241 36.64 12.48 26.2 
Санта Sates 113 15 74 5.31 10.8 
Canada 95 12.56 3.8] 7.3 
Lahn America, Caribbean 65 4.49 1.85 3.3 
Можо 15 0.60 0.32 18 
Africa 92 3.83 1.81 42 
Souk Africa 53 1 82 0.87 30 
Азза 142 14.08 4.77 13.6 
Britt Мыйза 76 11.25 347 6.6 
Malaya 4] 1.83 0 87 54 
Australasia 113 14.30 3.20 12.3 
Aust aba 76 5.32 1.76 7.5 
New Zralend 18 3.01 0.68 25 
General, unspecified* 118 12.73 4.38 6.7 
TOTAL 853 90.20 30.34 69.7 
Of whack: В: tok Етер 421 43.34 13.11 56 2 
Nas- Empire 319 34 37 12.87 26 8 


General, m «ресей 113 12 41 4 36 67 
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TABLE 2 (Continued) 
COMPANIES REGISTERED, 1862-1914- GEOGRAPHICAL BREAKDOWN 


Year Five Capital and shareholding Paid 1913 
Paid Shareholdings (С milllon) 
(total - £ milon) (thoasands) 

Europe 3.35 2.36 2.8 1.89 
Spam, Portugal 2. 26 1857 1.3 175 
North America 34.28 16.87 26.7 14.99 
Unded States 15 89 7 24 132 б 94 
Canada 432 3.17 56 2 48 
Latin America, Caribbean 4.98 3.50 3.1 1.47 
Moco Oa 0 62 1.1 0,20 
Africa 2.75 1.76 4.0 0.72 
Sou Africa 152 1 14 3.0 250 
ABA 14.06 8.85 143 15.29 
BAriih india 11.10 6 49 35 10 09 
Ad akopa 229 1 86 93 1 АЗ 
Australasia 12.34 4 18 122 4.19 
Aust: ela 4.13 I 62 69 0.98 
New Zielna 2 92 1.12 3.2 2.05 
General, wnspeci беа" 13.60 7.10 5.7 9.85 
TOTAL 85.37 44.63 68.9 48.40 
Of wiuch Brink Empere 37.83 19.85 38 2 19.70 
Nan- Fuapere 34 19 17.71 25 1 18 87 
General, xníipecifled 13 35 7.07 57 9.83 


Note: * Includes five companies registered for general and/or unspecified activities within the 
Bntish Empire, which accounts for the differences between capitalisahon and share- 
holding data in tbe two lines under this heading 


Source: Scotish foreign- venture companies database (see text) 
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A range of more specific points can be made on the basis of the 
Edinburgh companies data set.” The mean life of all 853 firms, including 
the 40 surviving into the 1990s, is 19.0 years. Mining firms, perhaps 
unsurprisingly, had the lowest mean life of any sectoral group at 8.1 years, 
while agricultural and ranching firms lasted an average 26.9 years, 
manufacturing firms 29.4 years and investment/real estate enterprises 38.0 
years. The oldest survivor (at July 1992) was the Scottish Assam Tea 
Company Ltd (Scottish Record Office, hereafter SRO, BT2/194), 
established in 1865, and the mean life of all firms still active in 1992 was 
99.0 years. Of the remainder, 486 were wound up by voluntary resolution of 
the shareholders," while 150 were dissolved in disregard of the legal forms 
and were struck off the Register of Companies (Scotland) under the 
provisions of the various companies acts, 1880—1929 (Payne’s mode 5). 
Abortive enterprises, which failed to raise any working capital and/or 
undertake any business (mode 1) amounted to as few as 66. 


FIGURE 1 
SCOTTISH-REGISTERED FIRMS FORMED FOR FOREIGN VENTURES AND 
INVESTMENT, ANNUAL REGISTRATIONS, DISSOLUTIONS AND COMPANIES 
LIVE AT EACH YEAR END, 1862-1914 


log scale 


1000 


100 
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— Registrations 
--- Dissolutions 
----Live, year end 


Source: Scotush foreign-venture companies database (see text) 
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An annual profile of Edinburgh registrations, dissolutions and balance of 
firms in active legal existence, is displayed in Figure 1. By 31 December 
1914, 315 limited liability firms engaged in foreign investment were still 
active; by the end of 1918 this cohort had diminished to 266, by the end of 
1939 to 126, and by 1965 to 76. The 40 survivors of 1992 are heavily 
concentrated in two sectors; with 19 investment trusts, six tea plantation and 
five rubber plantation companies. 

Further detailed comment upon this data set is beyond the scope of this 
paper but a qualified assessment of the quantity of Scottish foreign 
investment, as represented by Edinburgh-registered limited liability firms, 
is possible. Payne suggests, on the basis of his study of firms registered 
before mid-1895 (and dissolved by the early 1960s), that an estimated £11.8 
million paid-up capital in foreign-investing Edinburgh firms in 1895 
probably represented less than ten per cent of total net Scottish foreign 
lending, and perhaps an even smaller proportion closer to 1914." Thus, any 
attempt to assess the overall dimensions of Scottish investment in corporate 
equity and loan capital, let alone direct lending through alternative channels, 
must clearly be based upon a wider body of sources than the files of 
Scottish-registered limited liability companies. 

Examination of the sampled shareholder lists for London-registered 
foreign ventures indicates that Scottish residents held a mean 5.2 per cent of 
paid-up capital at first annual return (28 companies)," while for returns 
made around 1913 (17 companies) the mean ownership of paid-up capital 
held by Scottish residents was fairly similar, at 5.5 per cent? These 
estimates, whilst admittedly based on a rather small sample size, are 
reasonably close to those calculated by Davis and Huttenback." Their 
figures suggest that Scottish residents held about 6.5 per cent of paid-up 
capital in a random sample of around 240 London-registered foreign 
investment ventures (with approximately 63,500 shareholders)" Whilst 
extrapolating such estimates to stock-holding patterns over any length of 
time is rather hazardous, it seems, on the basis of the above figures, that 5.0 
to 6.5 per cent would perhaps not be an unreasonable general range for 
Scottish residents’ ownership of paid-up capital in London-registered 
foreign ventures. The nearest estimates that are apparently available for the 
Jatter, over time, and the approximate quantities of Scots holdings that this 
would represent, can be set out as in Table 3. 

Turning to the random sampling of shareholder lists for Edinburgh- 
registered companies, analysis of the returns for 1912—14 indicates that 
Scottish residents accounted for about 71 per cent of individual holdings 
and just under 68 per cent of total paid-up capital." On this basis, it can be 
suggested that Scottish residents’ ownership of the paid-up capital in all 
Edinburgh-registered foreign ventures around 1913 (Table 1) amounted to 
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TABLE 3 
PAID UP CAPITAL OF FOREIGN-VENTURE SECURITIES QUOTED ON THE 
LONDON STOCK EXCHANGE AND IMPLIED SCOTTISH RESIDENTS’ HOLDINGS 
(at a range of 5 0 to 6 5 per cent), 1863-1913 (£ nnlhon) 





Total paid capital Range of Scottish holdings 





1863 373 19—24 
1873 848 42—55 
1883 1,814 91-118 
1893 2,263 113-147 
1903 3,440 172-224 
1913 5,080 254—330 





Note:  Michie's figures do include numerous Scottish-registered firms quoted on the London 
exchange, but on the other hand he warns that the totals are confined to capital raised by 
foreign governments, railways, agricultural and mining firms; thus excluding London- 
registered foreign manufactunng and service sector firms The calculation of Scottish 
residents’ holdings assumes that the inclusion of Edinburgh-registered firms 1s broadly 
offset by the exclusion of London-registered foreign manufacturers, investment trusts etc. 


Sources London paid capital, К.С Michie, The London and New York Stock Exchanges, 
1850—1914 (1987), p.52 Range for Scottish holdings, see text. 


about £33 million.” However, discussion of what this figure represents in 
terms of effective capital export, as well as the analysis of probate 
inventories below, turns to a considerable degree on an assessment of the 
foreign lending behaviour of investment trusts. These important financial 
institutions, which first emerged around 1868-73,“ accounted for £18 
million (37 per cent) of the total paid equity capital of the Edinburgh- 
registered finns around 1913 (Table 1). 

Investment trust patterns of lending and security purchase in the period 
under review are subject to a considerable degree of uncertainty.” 
Nevertheless, it is possible to gain partial insights into the extent of net 
foreign lending undertaken by these institutions. Whilst this seems to have 
varied quite markedly from one trust to another, it seems likely that much 
the larger part of overall investment was placed in non-British assets.” 
Some individual trusts, such as the Realisation & Debenture Corporation of 
Scotland Ltd (SRO, BT2/1744) give no indication of their investment 
behaviour but many others, including the Scottish American Investment Co. 
Ltd (SRO, BT2/489?) give abundant evidence of their overwhelming 
commitment to lending in areas like the United States." Anything more than 
a rough approximation of overall net foreign lending being channelled 
through investment trusts would be hazardous, but it is probably safe to 
assume that it lay somewhere between one-third and two-thirds of all assets. 
Applying this spread of values to the paid-up value of equity stock in the 
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Edinburgh-registered investment trusts around 1913 (Table 1) suggests that 
this represents between £6 million and £12 million of actual foreign 
lending, and more likely nearer to the upper end of this range. 

Another essential step in producing approximate upper and lower 
bounds for total Scottish foreign investment around 1913 involves an 
assessment of non-equity capitalisation (debentures and loan capital). 
Analysis of entries for Edinburgh-registered firms in the Stock Exchange 
Year Book (1913) gives totals under this heading of £13.3 million for 
investment trusts and £7.3 million for other foreign enterprises. Connecting 
these different estimates, and admittedly making some rather broad 
assumptions, it is possible to suggest a range of possibilities for the major 
components of Scottish foreign lending around 1913, as in Table 4. 


TABLE 4 
ESTIMATING AGGREGATE HOLDINGS BY SCOTTISH RESIDENTS IN CAPITAL 
RAISED DIRECTLY AND INDIRECTLY FOR FOREIGN INVESTMENT, ON THE 
EDINBURGH AND LONDON STOCK MARKETS, AROUND 1913 





Paid-up equity stock 1n Edinburgh- 
foreign firms, other than investment trusts (£30.42) 


plus 


one-third to two-thirds of that 1n investment trusts 
(£17.98m) ie £6-£12m = £36 5-£42 4m and this assumed 
to be 68 per cent held by Scottish residents = 25—29 





Non-equity in Edinburgh-registered investment trusts 
(£13 3m) at one-third to two-thirds = £4.5-£9 Om 


plus 


Non-equity in other Edinbargh-registered firms (£7 3m) 
= £12-£16m and this assumed to be 68 per cent held 








by Scottish residents = 8—11 
Assumed Scottish residents’ holding of stock quoted on 

the London Stock Exchange (range, 5.0-6 5 per cent) = 254-330 
Implied range, total Scots lending 

under these headings 287-370 





Sources see text 


The amplitude of these estimates at once suggests the limits to their 
usefulness. It is also necessary to note that they exclude Scottish holdings 
of foreign securities not quoted on the London market, as well as 
miscellaneous forms of investment, such as deposits placed in foreign 
banks. It is therefore particularly useful that both these categories are picked 
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up in analysis of probate inventories (see below). In terms of overall 
Scottish capital export — direct as well as corporate equity and loan capital 
— it would also be necessary to consider the investment activities of 
multinational enterprises and institutions like banks and insurance 
companies." Nevertheless, it is clear that if such direct flows could be 
incorporated, raising the overall range of net foreign lending to somewhere 
between about £390 million and £520 million by around 1913, conventional 
assumptions about Scottish overseas investment (£500 million in 1914) are 
not incompatible with the median to upper bounds of these new estimates.” 

Analysis of the 1867, 1890 and 1913 Scottish probate inventories, as 
summarised in Tables 5 and 6, provides an invaluable extra dimension to the 
study of Scottish investment patterns when compared with that provided by 
analysis of company and stock market records. It helps establish the 
changing size and characteristics of the Scottish foreign investing public 
through time and, in encompassing enumerations of investments like 
deposits in foreign banks and holdings of foreign debentures and bonds, 
potentially provides corroboration for the estimates set out above.” 

On the basis of a complete examination of all 1867 probates identified 
as containing foreign assets, as well as ten per cent random samples of the 
larger number of such estates іп 1890 апа 1913, it can be suggested that 
the Scottish foreign investing public (aged 25 years or more) grew quite 
dramatically from around 4,000 in 1867, to 30,000 in 1890 and perhaps a 
little under 80,000 by 1913.? These figures would, in turn, have represented 
approximately 0.3 per cent, 1.7 per cent and 3.4 per cent of all Scots adults 
aged 25 years or more in each of these respective years (Table 6). Their 
geographical distribution is illustrated in Table 5; suggesting, amongst other 
things, the dominance of Edinburgh (rising between 1867 and 1913 from 17 
to 25 per cent of those containing foreign assets), matched against the 
growing importance of Glasgow (rising from nine to 15 per cent), and the 
relative decline of some areas, like Ayr (down from 11 to 2.5 per cent). 
Women seem to have constituted a rising proportion of foreign asset holders 
(up from 23 per cent of such estates in 1867, to 38 per cent in 1890, and 46 
per cent in 1913). However, their holdings were generally smaller than their 
male counterparts'; their share of the total value of foreign assets rising 
from around 6.5 per cent in 1867 to 20 per cent in 1890 but then only 
growing much more slowly to 21 per cent in 1913.? 

As regards the overall distribution of foreign asset holding amongst 
estates of different sizes, the bottom quartile in the 1913 data set contained 
0.995 per cent of the total value of probated estates in the sample and 1.58 
per cent of total foreign assets, while the top quartile held 84.5 per cent and 
85.6 per cent, respectively. Taken together with a decline in the mean size 
of all sampled estates containing foreign assets, from £24,635 in 1867, to 
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TABLE 6 


ESTIMATED FOREIGN ASSET HOLDINGS BY SCOTTISH RESIDENTS, ON THE 
BASIS OF SAMPLED PROBATE INVENTORIES, 1867, 1890 AND 1914 











1867 1890 1913 
Estimated no. of probated estates 4355 7000 10000 
Estates with foreign assets 92 654 1508 
percentage, total estimated estates 21 9.3 15 0 
Sampled estates 92* 66 151 
with no investment trust holdings 92 55 89 
with some investment trusts 0 П 62 
with only investment trusts 0 1 14 
Total probated value (£ thousands) 2266.45 672 75 1519.33 
(* all estates with foreign assets included, 1867) 
Sampled estates with holdings of: 
Edinburgh-registered equity stock* 7 15 48 
London-registered equity stock* 45 20 76 
foreign-registered equity stock* 29 7 64 
investment trust assets 0 11 62 
non-equity assets ** 48 48 68 
Total no. of parcels held: 
Edhzburgh-registered equity stock* 8 28 149 
London-regurtered equity stock* 82 48 295 
foreign-registered equity stock* 70 14 163 
investment trust assets 0 21 216 
non-equity assets** 149 205 299 
Total par/purchase value of assets 
In sampled estates (£ thousands): 
Edinburgh-registered equity stock* 5.33 11.19 64.99 
London-registered equity stock* 119.2 23 45 58.43 
foreign-registered equity stock* 115.9 15 57 54.95 
investment trust assets 0 8 51 75 26 
non-equity assety** 230.7 136.12 212 69 
Total value, all holdings 471 13 194.84 466 31 
percentage, total value of estates 20 79 28 96 30.69 


(* excluding investment trust equity) 

(** eg debentures, foreign government and 
municipal stock, bank deposits, but 
excluding investment trust non-equity) 





Estimated distribution of haldings amongst 

all estates with foreign assets, based 

on the ten per cent random samples: 

with no investment trust holdings 92 545 889 
WHA some investment trusts 0 109 619 
with only investment trusts 0 10 140 
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TABLE 6 (Continued) 


ESTIMATED FOREIGN ASSET HOLDINGS BY SCOTTISH RESIDENTS, ON THE 
BASIS OF SAMPLED PROBATE INVENTORIES, 1867, 1890 AND 1914 














1867 1890 1913 

Scotland: Population and deaths, persons 
aged 25 years or above (thousands): 

(1866/57) (1889/90) (1912/13) 
Population aged 25+ 14405 1794 5 2329.5 
Deaths, persons aged 25+ 34.1 39.6 44.7 
Estimated percentages of probated estates 
amongst deaths of persons 25+, based on 
above calculations: 
AII estimated probeted estates 12.8 17.7 223 
with no investment trust holdings 027 1 38 1.99 
with some uivestment trusts 0 027 1 38 
with only investment trusts 0 0025 0 31 
АП estates with foreign assets 0.27 1 65 337 
Above estimated percentages extrapolated 
to suggest numbers of persons aged 25+ in 
the whole population holding foreign assets 
(thousands) 
with no investment trust holdings 3.9 24 8 46.4 
with some investment trusts 0 48 32.1 
with only investment trusty 0 0 45 72 
All estates with foreign assets 3.9 29 6 78 5 
Above estimated percentages 
to suggest total value of foreign assets 
at par/purchase price, held by persons 
aged 25+ in the whole population 
(£ million):* 
Edinburgh-registered equity stock 0 23 50 33.8 
London-registered equity stock 505 105 JO 4 
foreign-registered equity stock 491 7.0 28 6 
investment trust assets * 0 19 19.6 
non-equity assets 978 610 110.6 
Total value, all holdings 19.97 85 4 222.9 


(* categones as defined above, foreign 
assets assumed to be half the total 
value of investment trust assets) 





Sources Scottish population and age-specific death rate data denved from BR Mitchell, 
Abstract of British Historical Statistics (Cambridge, 1962), pp 9-10, 13, 34-5, 42-3, 
other data from Scottish probates database (see text) 
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£10,193 in 1890, and £10,062 in 1913 (Table 6), this suggests a certain 
democratisation of foreign investment, very much in accord with the 
increasing numbers of Scottish investors over this period (see above). The 
wealthiest quartile clearly contributed the great bulk of foreign lending 
around 1913, but the less wealthy“ had a propensity to hold foreign assets 
which was perhaps even more impressive in relative terms. Distinguishing 
lower-middle-class or working-class investors is, however, quite a difficult 
matter, given the frequent ambiguity or vagueness of occupational 
descriptions on probates and shareholder returns. Nevertheless, it is 
occasionally possible to identify a working-class investor with some degree 
of confidence, such as Thomas Whyte of Methven, Perthshire, described as 
an engine-driver, who subscribed for two £10 ordinary shares in the 
Cloncurry Copper & Smelting Co. Ltd when it was registered in Edinburgh 
on 11 September 1883.* 

The probates also yield, within certain limits of reliability, estimates of 
total stocks of Scottish foreign lending at the sampling dates. Table 6 sets 
out a process of extrapolating patterns of foreign asset holding to the whole 
Scottish population, making the (slightly unrealistic) assumption that such 
behaviour is confined to persons aged 25 or more. This points towards 
investment rising from around £20 million in 1867, to £85 million in 1890, 
and £223 million in 1913.* It also indicates the considerable role that non- 
equity assets played in this process, although their relative significance 
seems to have declined with a growth in equity and investment trust 
holdings” in the latter half of the period under review. A major qualification 
needs to be made, however, in respect of the estimates for 1890 and 1913, 
inasmuch as the degree of variability in the size of foreign asset holdings in 
the samples is sufficiently pronounced to render the results subject to a wide 
margin of potential error. In the latter year, for example, the estimated 
population value of all foreign holdings lies somewhere between £108 
million and £337 million, at the 95 per cent confidence level. Whilst this 
does not render the median estimate of £223 million entirely useless, it does 
indicate the difficulties involved in proposing absolute quantities on the 
basis of the samples obtained.” 

Using probate inventories to determine the investment behaviour of the 
Scottish population as a whole poses further problems. First of all, this 
source is inevitably strongly biased towards the more aged members of 
society, with the consequent possibility that the asset-holding behaviour 
revealed may be untypical of society in general. Despite reservations 
expressed by a number of historians in this respect," it was felt that a 
reasonably secure view was obtained of general investment patterns from 
the probates, except possibly to a minor degree in the 1913 sample.® 
Secondly, it is apparent that some Scottish residents, and particularly some 
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of the wealthiest, had their estates proven partly in Scotland and partly in 
England. This poses a particular difficulty inasmuch as the English probate 
records have, to date, been entirely closed to researchers. The scale of this 
problem is uncertain but a comparison of separate lists of the very wealthy, 
complied by Rubinstein and Britton, suggests that it is limited to relatively 
few individuals.” 


IV 


It is not only apparent that many of the estimates presented in this paper are, 
of necessity, rather tentative but that they also point the way towards the 
need for a longer term programme involving investigation of the available 
archives relating to institutional investment,” the surviving archives of 
individual Scottish-registered foreign ventures,” as well as foreign direct 
investment by Scottish-based multinationals of the pre-1914 period, such as 
J. & P. Coats, Burmah Oil and General Accident Insurance." It would also 
undoubtedly be useful to relate the resulting capital export estimates to such 
facets of Scottish economic and social experience as labour migration and 
investment in domestic industry and social overhead capital. 

In a more general context, a sharper sense of what Scots contributed 
towards expanding world investment markets in the late nineteenth and 
early twentieth centuries is vital to any discussion of Scotland's distinctive 
role in empire and global economic development. That in turn assumes, of 
course, that a distinctive Scottish identity can be distinguished within the 
broader context of British overseas activities in this era." Nevertheless, the 
clear impression that emerges in particular from preliminary analysis of the 
extensive data sets assembled on the principal investors and directors in the 
Edinburgh-registered firms,4 is that there was a vigorous growth of 
widespread networks of interlocking investment interests within the 
Scottish regional capital market, and with communities of expatriate Scots 
businessmen, in the decades before 1914. This kind of development was 
probably inevitable in such a close-knit business community where, as 
previous studies have suggested," many company promoters and larger 
scale investors were likely to be known to one another — in contrast to the 
supposed greater anonymity of the London capital market. These structures 
would also have been reinforced by the strong cultural and commercial 
bonds which seemingly linked the capital markets of Edinburgh, Glasgow, 
Dundee and Aberdeen with a far-flung network of expatriate Scots around 
the globe; in turn identifying and initiating a host of foreign investment 
opportunities.* On the other hand, as part of the British global economic 
network, many cosmopolitan Scots? could also participate in investment 
opportunities identified by English networks. They therefore appear to have 
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had the best of both worlds and this may go some way towards explaining 
the apparent Scottish prominence in pre-1914 foreign investment. 
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Glasgow, The Scottish Investment Trust Companies (1932), and J C. Gilbert, A History of 
Investment Trusts in Dundee, 1873—1938 (1939) 

Payne, Early Scottish Companies; Michie, Money, Mania and Markets, К Britton, ‘Wealthy 
Scots, 1876-1913’, Bulletin of the Institute of Historical Research, Vol 58 (1985); NJ 

Morgan and M.S. Moss, ‘Listing the Wealthy in Scotland’, Bulletin of the Institute of 
Histoncal Research, VoL59 (1986); B.P Lenman and К. Donaldson, ‘Partners’ Incomes, 
Investment and Diversificaton in the Scottish Linen Area, 1850-1921’ Business History, 
Vol 21 (1971), J. Scott and M. Hughes, The Anatomy of Scottish Capital (1980); RE Tyson, 
‘Scottish Investment in American Railways The Case of the City of Glasgow Bank, 
1856-1881" in PL. Payne (ей), Studies in Scottish Business History (1967), R B. Weir, A 
History of the Scottish Amencan Investment Company Lumted, 1873-1973 (Edinburgh, 
1973); J H. Treble, "The Pattern of Investment of the Standard Life Assurance Company, 
1875-1914’, Business History, Vol 22 (1980), S.G Checkland, The Mines of Tharsis 

Roman, French and British Enterprise tn Spain (1967); TAB Corley, A History of the 
Burmah Ol Company, 1886—1924 (1983), S. Jones, Two Centuries of Overseas Trading: The 
Origins and Growth of the Inchcape Group (1986), J.D Bailey, ‘Australian Borrowing in 
Scotland 1n the Nineteenth Century’, Economic History Review, 2nd series, Vol.12 (1960), 
D.S. Macmullan, Scotland and Australia, 1788—1850: Emigration, Commerce and 
Investment (Oxford, 1967); C J. Schmitz, ‘Howard Smith, Scottish Investors and the Origins 
of Coal & Alhed Industries’, Australian Corporate History Bulletin, Vol 3 (1987), 1dem, 
‘Scottish Investors and Australian Mining, 1870-1920’, Scottish Records Association, 
Conference Report, Vol 10 (1988), WM Pearce, The Matador Land and Cattle Company 
(Norman, OK, 1964), WT Jackson, The Enterprising Scot: Investors in the American West 
after 1873 (Edinburgh, 1968), W.G Kerr, Scottish Capital on the American Credit Fronner 
(Austin, 1976). 

This project was prumanly established in order to assess portfolio investment, defined in a 
traditional sense as that involving purchase of corporate equity and loan (debenture) stock, 
by individuals who have httle desire or ability to exercise direct managenal control over the 
enterprises concerned This would thus not include direct investment by multinational 
enterprises in their subsidianes, or large-scale shareholdings by investment groups, where a 
significant degree of control ensued. However, tbe distinctions between portfolio and direct 
foreign investment have been considerably muddied in recent years, with economic and 
business historians being increasingly tempted to drop the use of the term portfolio 
mn vestinent, since they often see elements of managerial contro] which earlier studies perhaps 
overlooked; see, for example, C A Jones, International Business in the Nineteenth Century 

The Rise and Fall of a Cosmopolitan Bourgeoisie (Bnghton, 1987), pp 17-18. Mira Wilkins 
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has further complicated matters by defining the larger proportion of British-registered 
overseas enterprises of the c 1860-1914 period as ‘free-standing’ multinationals; M. 
Wilkins, ‘The Free-Standing Company, 1870-1914 An Important Type of British Foreign 
Direct Investment’, Economuc History Review, 2nd senes, Vol 41 (1988) The essental point 
for the research represented m this paper 1s that data collection was largely confined to 
trachtionally defined portfolio investments, but the results are seen as paving the way to a 
wider review of Scottrsh foreign investment including direct multmatonal and investment- 
group lending 

See, for example. S GE Lythe and J. Butt, An Economic History of Scotland, 1100-1939 
(Glasgow, 1975), p 236, B P. Lenman, Am Economic History of Modern Scotland (1977), 
p.193. 

Edelstein, Overseas Investment, p.27. 

Lenman, Economic History, p 192 Related topics which might fruitfully be explored in this 
respect, but which are beyond the scope of the present paper, include comparisons of income 
distnbution in Scotland with that ın other parts of Britain during this penod. In 1867, for 
example, R. Dudley Baxter estimated that Scots with incomes of £1 000 a year or more (0 33 
per cent of Scottish adults) received 25 per cent of their natonal/reglonal income, а 
marginally more advantageous performance than their counterparts in England and Wales 
(0 48 per cent of adults in the two countries) who received 26.3 per cent of their combined 
national/regional incomes Extending this analysis downwards through the social spectrum, 
зо аз include all persons with incomes of £100 or more, shows that the top 8 28 per cent of 
Scots received 46 72 per cent of their national/regional income, compared with the top 10 23 
per cent in England and Wales who received 50.6 per cent This perhaps implies that whilst 
there were relatively fewer upper- and middle-class Scots, at an individual level they may 
have enjoyed a slightly higher capacity to divert incomes into home and foreign investment 
than their English or Welsh counterparts. Baxter’s figures are cited in. T C Smout, A Century 
of the Scottish People, 1830-1950 (1986), p 111; and Н Perkin, The Rise of Professional 
Soclety: England since 1880 (1989), p 29 


. Lythe and Butt, Economic History, p.238. 


1862 represents the date of registration of Scotland's first limited lability foreign venture, 
the Lisbon Royal Steam Naviganon Co. Ltd, SRO, BT2/110 


. Drawn from the senes BT2 in the SRO In determining firms as pnmanily engaged in foreign 


activities, a particular difficulty was experienced in the categorisation of shipping 
companies Some, like the Lisbon Royal Steam Navigation Co. Ltd (SRO, BT2/110) which 
was established in 1862 to operate vessels on the River Tagus and tbe coast of Portugal, were 
readily 1dentiflable as foreign In contrast, firms like the Clyde & St Lawrence Shipping Co. 
Ltd (SRO, BT2/1338), which were set up to operate shipping services between Britain and 
overseas, were not included in this survey. Another mnor category excluded was non-profit 
making organisations, the only example being the Baptist Industrial Mission (Upper Mudi 
Estate) Ltd (SRO, BT2/4393), which was an African missionary venture with no apparent 
pecuniary objectives 

The essential difference between (1) and (ii) is that records of Edinburgh-registered firms 
dissolved before about 1970 have been virtually all transferred to the SRO, where tbey are 
available for inspection in their entirety (although one or two have been muislaid). In contrast, 
files of live companies and those dissolved for less than about 20 years are still held by the 
Registrar of Companies, Edinburgh (part of the Department of Trade and Industry), and are 
effectively unavailable for inspection Thus, whilst full data relating to capitalisation, 
shareholders and so on can be obtained for category (1) companies, other sources have had 
to be identified ın order to obtain this data for those in category (u) These alternative sources 
include: the ВТІ series in the SRO, which are the original Registrar’s ledgers listing 
summary details of capitalusanon (as well as some other information, but not shareholder 
particulars) for all companies registered in the period under review; as well as the returns of 
joint stock companies printed annually in Sesstona! Papers, House of Commons between 
1864 and 1902. 

Of the sample, nine were abortive companies, with no effective capital paid or shareholders, 
leaving 73 analysed for shareholding patterns. 


ROB 


31 


32 


35. 


36 


BUSINESS HISTORY 


Or the last, uf the firm was dissolved before a fifth return was made 

The last annual return was only generally recorded if this was dated before 1914. 

In sum, 171 annual returns were recorded (with a total 14,283 individual shareholdings), 
including 73 first (4,030 shareholdings), 36 fifth (4,307), and 38 last returns (2,377), with 
24 for c 1913 (3,569 holdings). 

With 2,348 individual boldings listed. It was originally intended to draw the London sample 
from a population identified on the basis of listings in two principal sources: the Stock 
Exchange Year Book (1875-1914) and the Stock Exchange Register of Defunct and Other 
Companies (1979) However, this would have necessarily restricted coverage to quoted 
companies and so the sample was drawn from the 11-volume typed Lists of all files (BT31 
senes) 1n the Public Record Office (hereafter PRO), Kew, on the basis of a random number 
which determined the volume number and page from which to commence the search for the 
next entry of a likely sounding foreign venture. 

Probates recorded in 1867 generally relate to persons dying m 1866—67, while 1890 relates 
mostly to 1889-90, and 1913 to 1912-13 All probates for cach Shenff Court district in 
Scotland ш each of these years was examined, for any indication of foreign asset holding, with 
the exception of the Orkney and Shetland Sheriff Courts, whose records are beld ın the islands 
See note 20 


. For example, SRO, BT2/7574 Kajang Rubber Estates Ltd, SRO, BT2/2756 Consolidated 


Gold Mines of Western Australia Ltd, or SRO, BT2/5439 Scottish Mexican Mining Co Ltd 
For example, SRO, BT2/938 David Swan Ltd, which was primantly floated to mme zinc in 
Greece, or SRO, BT2/3046 Waverley Trust & Trading Ltd, which was registered to purchase 
goldmines in South Afnca 


. SRO, BT2/6020, and ın fact registered to engage m agricultural pursuits and ranching 1n 


Argentna 

As an independent check, tbe profile of companies identified in this survey was compared 
with those tabulated by Payne, Early Scottish Companies and, with a few minor exceptions, 
there was a satisfyingly close degree of correspondence 

Payne, Early Scottish Companies, pp.5-18 

Assessing the life of a company frequently poses problems, especially where a firm ц 
reconstructed, with a new registration (sometimes differently named), but having essentially 
the same directors, shareholders, offices and objectives Where there 1s clear evidence to this 
effect, reconstructions are treated as a continuation of the Ше of the orginal enterprise 
Where, however, the same directors and shareholders set up a new compeny with markedly 
different aims, they are treated as seperate firms with separate hfe-spans for example 
Western Ranches Ltd (SRO, BT2/1203), a cattle-ranching venture, and Western Ranches and 
Investment Ltd (SRO, BT2/7485), an investment and mortgage company Difficulty also 
arises where firms pass a resolution to undergo voluntary liquidation and therefore qualify in 
Payne's terms to have ceased functioning at that date (Early Scottish Companies, p 5) bat 
continue to submit annual returns for some time An example 1s the Linares Zinc Mining Co. 
Ltd (SRO, BT2/691), which passed such a resolution ın April 1878 but continued submitting 
returns until September 1882. In tbe relatively few such cases, the firm's death 11 taken as the 
date of the last return. 

A fuller tabular presentation of the results 1s contained 1n the final report to the ESRC on this 
project, available from the Bntish Lending Library 

Employing the schema suggested by Payne, Early Scottish Companies, p.8, this was mode 4 
of dissolution 

A general qualification to calculations of total paid capital represented in these data sets is 
necessary since there 1s clearly some potential for double-counting involved in such figures. 
One rather pointed example will suffice the Strathmore Rubber Co Ltd (SRO, BT2/6385) 
held 55.5 per cent of the paid capital of the Ulu Buloh (Selangor) Rubber Co. Ltd (SRO, 
BT2/7158) around 1913. The actvites of investment groups — see Scott and Hughes, 
Anatomy of Scottish Capital, S D Chapman, 'Brtsh-Based Investment Groups before 
1914', Economic History Review, 2nd senes, Vol 38 (1985) — probably compounded this 
situation, but tbe impact of such cross-ownership pattems on overall capitalisanon estimates 
is bard to judge 
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Early Scottish Companies, p 81 

The dates of these first returns range from 1868 to 1914. 

Whilst the vast majonty of shareholdings can be ascribed fairly unambiguously to Scottish 
residents (or otherwise) with both London-registered and Edmburgh-registered firms, tbere 
arc a few problem cases A pronounced example 1s Sir James Fergusson, a sharebolder in the 
London-registered New Zealand Land Associanon Ltd (PRO, BT31/2592/13624) who was 
listed 1n the first return, of 1880, as resident at Kilkerran, Ayrshire. By 1885, be was listed 
as Irving in Bombay, in 1890 at 2a The Albany, London, while in 1892 he was back at 
Kilkerran In such cases a strict rule was followed of determining residence as listed at the 
time of the relevant return 


. Mammon and the Pursuit of Empire, pp 195-6,209—10 
. The Davis and Huttenback estimates present some difficulties of interpretanon First, there 


15 a conflict between their statement that 260 company returns were sampled and their listing 
of 240 such returns in an appendix (Mammon and the Pursuit of Empire, pp 196,326—31). 
Whatever the figure, their random sample was drawn from firms listed m the Stock Exchange 
Year Book between 1883 and 1907, and in so being confined to quoted companies, is not 
strictly comparable with the estimates produced by this project. Secondly, it is not entirely 
clear at what dates the various samples were drawn; their stated aim being to analyse a return 
within 3-5 years of incorporation, rt must be assumed the figures relate to various ycars 
ranging between about 1860 and 1912 Thirdly, their appendix list includes eight Scottish- 
registered firms, with a combined paid-up capital at fifth return (as calculated by this project) 
of £0.61 milhon The figures presented by Davis and Huttenbeck (pp 196, 199, 209) have 
been adjusted accordingly, so as to suggest that Scots held £9 2 muillion of the £142 million 
paid-up capital in their sample of English-registered enterprises. 

Analysing shareholder lists for London and Edinburgh registrations ruses problems, not only 
ш relation to determining residence (see note 39), but also inasmuch as parcels of shares 
were often held on behalf of a nomnee, usually by a bank, or were held jointly by two or 
more people. An example of the former ц the 1,790 shares in Associated Northern Blocks 
(W.A ) Ltd (PRO, BT31/31727/63399) held on behalf of ‘Walter Ritchie and another’ of 
Glasgow, by the British Linen Bank, in February 1915. This may possibly represent shares 
being held in Scotland while the owners were abroad, but in the absence of evidence to the 
contrary this survey hes assumed such parcels are held by Scottish residents A particularly 
complex example of the latter 1s the three parcels of shares in the Assam-Bengal Raulway Co 
Ltd (PRO, BT31/31273/36029), beld in 1912 by a combination of two Glasgow iron 
merchants, named Donaldson, and two other iron merchants in Middlesborough and York 
(the latter named Thomas MacKinnon — perhaps an expatriate Scot?) The convention 
applied to such cases in this survey has been to divide each such parcel pro rata between the 
identified owners For further discussion of these issues, see Davis and Huttenbeck, 
Mammon and the Pursuit of Empire, рр 196-7 

Not all caprtal raised would actually be exported, as a certain amount would be required to 
maintain the home office However, as Stephen Nicholas has pointed out, the vast majority 
of these enterprises were represented by ‘httle more than a brass nameplate’ somewhere in 
London, Edinburgh or Glasgow, and so the funds diverted into supporting a domestic 
managenal structure would have generally been quite limuted, S Nicholas, 'Bnüush 
Mulunational Investment before 1939’, Journal of European Economic History, Vol.11 
(1982), p 606 


. Burton and Corner, Investment and Unit Trusts, pp 15—25. Random sampling of Scottish 


probates (Table 6) suggests that rather less than 0 3 per cent of Scots adults, aged 25 or more, 
held investment trust secuntes (equity or debentures) around 1890, rising to about 1.4 per 
cent by 1913. 

As Glasgow commented, Scottish Investment Trust Companies, p.13: ‘So extreme is the 
general Scottish wew against the publication. of information about investments that the 
Scottish companies for the most part do not even publish classifications of lists . the 
Scotnsh companies do not publish lists, never have, and probably never will.’ Wilkins also 
warns of the difficulty in dealing with the fact that British investment trusts often purchased 
securities of foreign-enterprise firms registered within Britain, or in other financial 


66 


47. 


48 


49 


BUSINESS HISTORY 


institutions, thus posing a risk of double-counting capital exports; M Wilkins, The History 
of Foreign Investment in the United States to 1914 (Cambridge MA, 1989), pp 499-501 


. The earliest general estimate appears to be for 1923 and suggests around 65 per cent of the 


book value of British investment trust assets was represented by foreign securities, Burton 
and Corner, Investment and Unit Trusts, p 68, although the original source (The Economist) 
warns that this figure should be treated with cannon 

In 1885, the Scotnsh American Investment Со. had 93 4 per cent of its assets ın Canadian 
and US securities, including 59 per cent in US railroad bonds; by 1913, it had £4 1 millon 
(97.6 per cent of its assets) in North Amenca, Wear, Scottish American Investment Company, 
рр.14, 18 More generally, Wilkins, Foreign Investment in the United States, pp 500, 883, 
lists 15 Scotush-based trusts which had ‘sizeable’ US mvestments around 1914 — up to 83 
per cent of assets m the case of the Alliance Trust (SRO, BT2/1731) and 81 per ceat with the 
Bnüsh Assets Trust (SRO, BT2/3721) 

Evidence in this area us remarkably difficult to collect in a systematic way, but there are 
numerous indications of the broad scope of Scottish institutional and multinational 
mvestment Major examples of the former include the Scottish Widows Fund, which had an 
estimated £6 rmllion placed ın foreign assets by 1900, Michie, Money, Mania and Markets, 
p.154, and the Standard Life Assurance Со, which increased its holding of foreign assets 
(railway and government bonds, as well as mortgages on foreign property) from £0.5 million 
m 1880, to £3 6 million ın 1895, and £7 5 million ш 1910, by which tme these represented 
57.4 per cent of total assets, Treble, ‘Standard Life Assurance’, p.173. If it were assumed that 
the seven leading Scottish life insurance firms (with total assets of £81 7 million in 1912-13, 
Stock Exchange Year Book, 1913) held a simular proportion of their assets abroad, this would 
amount to perhaps £40—50 million from this one source alone. In another context, Baley, 
‘Australian Borrowing’, pp 269-70, notes that Scottish solicitors were raising about £5 
million a year in the late 1880s, which was mostly deposited with Australian banks and 
pastoral companies Lenman and Donaldson, ‘Partners’ Incomes’, pp 12-14, show that the 
Dundee jute firm, Cox Brothers, began building up an mvestment portfolio 1n the 1870s, 
primarily in US railroad bonds, which was valued at about £147,000 by 1907, while Wilkins, 
Foreign Investment in the United States, pp.217-18, notes that the Burmah Oil Co had a 
similar investment portfolio of US railroad bonds, valued at about £74,000 in 1913. The 
evidence on roultnatooal mvestment is even less satisfactory, but Scotland’s leading 
international firm of this era, J. & P Coats, had manufacturing subsidianes in the USA, 
Canada, Russia, Austria-Hungary and Spain by 1897, with its Кейш; US plant, at 
Pawtucket, RI, representing an investment of over $4 million — about £0 82 milion, Wilkins, 
Foreign Investment in the United States, pp 362—3 Cox Brothers owned mulls in Calcutta 
by the 1880s, Lenman and Donaldson, ‘Partners’ Incomes’, p.13 — the iron-making Baird 
family purchased Spanish iron ore mines ın the 1870s, Michie, Money, Mania and Markets, 
p.154 — while General Accident Insurance opened subsidiaries and branch offices in ten 
countries between 1898 and 1913, L Gray, A Business Epic, 1885—1935 General Accident 
Fire and Life Assurance Corporation Limited (Perth, 1935) Clearly the volume of Scottish 
institutional and multinational foreign direct investment was of significant proportons 
between the 1870s and the First World War and, although no precise figure 1s ever likely to 
be put to it, something ш tbe region of £100-150 millon by 1913 would not appear too 
extreme This would then suggest, in conjunction with the #290-370 million range for 
investment in corporate equity and loan capital (Table 4) that a final figure for the stock of 
Scottish foreign investment by 1913 of around #390-520 million 1s fairly realistec 

It might be instructive to compare these estimates with Scottish national (regional) product 
around 1913, in the same way as has been done for overall British capital exports, if only 
figures for the former existed As Clive Lee has recently demonstrated, very approximate 
estimates of Scottish GDP are only available from the 1920s, and more reliable ones from 
the 1950s, C. Lee, Scotland and the United Kingdom The Economy and the Union in the 
Twentieth Century (Manchester, 1995), p 52. 

During this period, all Scottish estates worth £10 or more were required to be probated, see 
N Morgan and R. Тгапог, ‘The Dominant Classes’, in W.H Fraser and RJ Morns (eds.), 
People and Society in Scotland: Vol 2, 1830-1914 (Edinburgh, 1990), pp.113—17, for a bnef 
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discussion of the technicalries of the Scottish probate system, as well as an iluminanng 
analysis of wealth-holding patterns amongst the 5,307 estates confirmed in Scotland in 1881, 
representing around 12 per cent of Scottish adult deaths that year. As regards the years 
selected for this study (Table 6), those Scots estates qualifying for probate m 1867 
represented 12 8 per cent of adults dying that year, rising to 17 7 per cent in 1890, and 22 3 
рег cent ш 1913 Also see W.D Rubinstein and D Н. Duman, ‘The Probate Records as а Tool 
of the Historian’, Local Histonan, Vol.11 (1974) 


. Excluding probates recorded in the Orkney and Shetland Shenff Courts 


The 1890 figure may be compared with Michie’s suggestion (Money, Mania and Markets, 
p.159) that there were around 50,000 separate Scottish investors in joint-stock enterprises in 
1887 (that 1s, holders of domestic and foreign, equity and debenture stock). 

It should be noted that in each of the three years tbe largest single female holding was 
sufficient to unduly influence the share of total assets In 1867 Jane Carnegie of Edinburgh 
left foreign assets with a total value of £13,882, in 1890 Jane Dickson (née Ross) of 
Edinburgh left £15,580 worth, and in 1913 Grace Bevendge (née Hill) of Tome House, Fife, 
left £43,710. Elimingüng these reduced the 1867 share to around 3 5 per cent, 1890 to 12 5 
per cent and 1913 to 12 0 per cent 

Overall estate valuations in the bottom quartile of the 1913 probate sample ranged from £50 
to £810, while those in the top quartile ranged from £7,250 to £214,724 (the latter belonging 
to Peter MacKenzie Coats, of Pauley) In 1867 the bottom quartile of estates containing 
foreign assets ranged from £80 to £2,260, and the top quartile from £21,360 to £388,169 
(John Henderson, of Glasgow) For 1890 the corresponding figures were £160 to £730 and 
£16,760 to £128,903 (William Edward Baxter, MP, of Forfar) 

SRO, BT2/1282, summary of capital and shares on 23 January 1884 This company, formed 
by a group of Anglo-Scottish promoters including Andrew МасПутаф (see note 69) with a 
capitalisation of £150,000 to purchase munes in a remote part of northern Queensland, 
Australia, was wound up in May 1895 after producing very little copper and with the loss of 
most of ıts capital — an outcome rather typical of a mayonty of foreign rmning registrations 
For the purposes of calculating foreign investment, assets have been valued at their orginal 
purchase (or par) price, rather than the valuation for probate. It was felt that the former more 
accurately reflected the scale of the original investment commitment, while the latter was 
entrely dependent on frequently volatile stock pnces and indeed many shares, perticularly 
the more speculative mining ones, were commonly assigned a nil value at probate It should 
be noted that with the 1867 probates, it was impossible to determine the value of foreign 
assct holdings in three individual cases. However, the total estate valuation in these instances 
represented slightly less than 1.5 per cent of aggregate valuation 

In order to simplify Table 6, ıt was assumed that half the assets of investment trusts were 
represented by net foreign lending, rather than the one-third to two-thirds range suggested 
earlier, rendering tbe final results subject to a slightly wider margin of error. 

The higher bound of the range at this confidence level 1s, however, very close to the median 
figure of £328 million suggested in Table 4. Whether this means the probate estimates are 
too low, or the latter are too high, is open to question Another indication of the difficulty in 
reconciling the two approaches 1s that applying the 68 per cent Scottish ownership cntenon, 
as set out carlier in the paper, to the £30.42 million paid-up in Edinburgh-registered company 
equity, other than investment trusts, in 1913 (Table 1) gives £20 7 million In contrast, the 
1913 probates (Table 6) suggest £33 8 million under the same heading (but with a range of 
£16 5 million to £51 0 million at the 95 per cent confidence level). 

For example, see Morgan and Moss, ‘Listing the Wealthy’ 

Tax avoidance motives might encourage eging investors to transfer assets to younger 
relatrves, but Rubinstein has argued that Bnüsh death duties were insignificant before 1895 
and only marginally more punitive between then and 1919, WD. Rubinstein, Men of 
Property The Very Wealthy in Britain since the Indusnial Revolution (1981), pp.15—16, 27, 
41 Therefore the 1867 and 1890 data sets, at least, are unlikely to be influenced to any 
significant degree by this factor On the other hand, it seems reasonable to assume that many 
aging investors might have found it necessary progressively to realise the cash value of an 
investment portfolio built up at an earlier stage ın life, especially if the dividend income 


68 


61. 


62. 


63. 


65 


69. 


BUSINESS HISTORY 


proved insufficient to. meet living costs Against this, п could be argued that (youthful 
inheritance apart) younger rnembers of the investing population (perbaps below tbe age of 
about 40-45) were still in the stage of building up both income and personal assets This 
might then imply the existence of a peak assct-bolding age group ш their late forties to 
sixties, before a cohort of supposedly asset-disposing investors was encountered, aged ш 
their seventies and above Such a simplistic model is undoubtedly open to cnticism, but it 
would offer some hope that the possible downward-biasing influence of drawing data beavily 
from the latter group might be counteracted tn some degree by the fact that the first group 
were still accumulating their asset holdings 

WD Rubinstein, ‘Boush Millionaires, 1809-1949’, Bulletin of the Institute of Historical 
Research, Vol.47 (1974), Britton, ‘Wealthy Scots’ With respect to 22 millionaire estates 
appearing in both their lists (Britton’s based on Scottish probates alone, of the penod 
1876-1913, and Rubinstein’s on both Scottish and English sources of the penod 1809—1949) 
it 18 apparent that in only three cases (Sir Charles Tennant, Sir James Coats and Peter 
MacKenzie Coats) was there any estate proven seperately in England The English-proven 
portions of these three estates amounted to 18.5 per cent of the overall value of the 22 estates 
in question (£32.5 million). It seems reasonable to assume that below the rank of millionarre 
the incidence of estates being partly proven in England would have diminished rather than 
increased 

Available records of liquidated companies in this field include those formerly managed by 
Messrs. Baile and Gifford & Co, such as the Straits Mortgage and Trust Co Ltd (SRO, 
GD 378/4), covering the period from 1909. 

Unfortunately, few such company archives appear to have survived, but notable examples 
awaiting the attention of the business historian are the voluminous records of the New 
Zealand & Australian Land Co Ltd (SRO, GD 435), covermg the period from the 1860s to 
the 1970s, as well as papers relating to the Scottish American Mortgage Co. Ltd, covering 
the period 1874—1965 (SRO, GD 337/1—-3) 

A substantial part of the J & P Coats papers are now located in the University of Glasgow 
Archives For information on the Burmah Oil archives, soe T A B. Corley, Burmah Oil. 
General Accident Insurance unfortunately seems to have virtually no surviving corporate 
archives relating to the pre-1914 penod at its Perth headquarters, although prmted annual 
reports and minutes of directors’ meetings are available and contain some relevant 
informaton 

For some (generally unsatisfactory) discussion of these issues, see the collection of papers in 
RA Cage (ed.), The Scots Abroad Labour, Capital, Enterpnse, 1750—1914 (1985), also 
M.D. Prenus, The Scots in Australia. A Study of New South Wales, Victoria and Queensland, 
1788—1900 (Sydney, 1983). 

Information has been collected which relates to the directorships of all 853 
Edinburgh-registered foreign-ventures firms and investment trusts, as well as the major 
shareholders in the 784 liquidated firms which have their returns lodged in the SRO It ıs 
anticipated that analysis of this data would provide, amongst other things, freah msights into 
recent debates about the extent of interlocking directorships and the nature of supposed 
investment groupings in the British business community, Scott and Hughes, Anatomy of 
Scottish Capital, Chapman, ‘Investment Groups’. 

An impression gained, amongst other places, from Michie, Money, Mania and Markets. 
This emphasis on the significance of metropolitan-peripheral networks of Anglo-Scots 
parallels the analysis of C Harvey and J Press, ‘The City and International Mining, 
1870-1914’, Business History, Vol 32 (1990), where it ıs argued that the City of London 
represented ‘a large, vital, multi-functional cluster of organisations’ which, in providing an 
interlocking network of promotional activities, can be seen as represenung a risk-munimising 
strategy for investors (pp 98, 115) 

A classic example 15 Ayrshure-born Andrew Mcllwraith (1844-1932), who promoted and 
directed numerous Australian mining, pastoral and shipping enterprises between about 1875 
and 1913 (see note 55), constantly travelling between his various bases of operations in 
Scotland, London and Melbourne, D В Waterson, ‘Andrew Mcilwraith’, in B Naim and G 
Serle (eds ), Australian Dictionary of Biography, Vol 10 (Melbourne, 1986), pp 282-3 


Allies or Subsidiaries? Inter-Company 
Relations in the P&O Group, 1914—39 


CHRISTOPHER J. NAPIER 
University of Southampton 


The processes by which businesses grow, and the means by which the larger 
commercial and industrial organisations are managed, have been a fruitful 
area of study in recent years for economic and business historians. A major 
contribution to defining and influencing this study has been made by Alfred 
Chandler,’ who has recently stressed the significance of national differences 
in the nature of business and in the social context within which business 
operates to the modes of business organisation and the roles adopted by 
managers within such organisations. Chandler has characterised Britain as a 
nation of ‘personal capitalism’, as compared to the ‘competitive managerial 
capitalism' of the United States and the 'co-operative managerial 
capitalism’ of Germany, with the implication that ‘the general failure to 
develop organisational capabilities weakened British industry and with it 
the British economy’ ? 

Yet Chandler’s view of the ‘failure’ of British management has come 
under sustained attack, particularly in the context of the multinational 
enterprise. Here, as Geoffrey Jones observes: 


British multinational activity could not have been sustained without 
considerable organisational capability. The existence of this capability 
has been disguised because its nature was different from that 
possessed by American corporations. Especially before 1945 — but 
also afterwards — the British used socialisation strategies and ‘lean’ 
types of organisation to manage their overseas businesses. These often 
worked as effectively as US-style managerial hierarchies.’ 


Several writers have proposed alternative structures to the Chandlerian 
managerial hierarchies as descriptive of much of British multinational 
investment. Mira Wilkins has developed the model of the ‘free-standing 
company’, incorporated in Britain but carrying on trading, manufacturing or 
extractive activities overseas, with a small management cadre in Britain 
often relying on a range of bought-in professional services.‘ Stanley 
Chapman has identified a range of ‘investment groups’, some based in 
Britain and others based abroad, often operating through managing agency 
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networks) Mark Casson has suggested that ‘free-standing firms were 
sometimes promoted by senior partners in multinational managing agencies 
in order to construct assets which the agency would manage’ . Both Wilkins 
and Chapman emphasise the importance of networks extending beyond the 
formal hierarchical structures existing within individual enterprises as 
legally defined, suggesting that some British multinational enterprises 
should be seen as having loose organisational structures rather than no 
organisation at all. 

Yet the question still remains as to whether the loose structures 
underpinning much of British multinational investment were effective in 
ensuring good management and profitability. Here, much of the evidence so 
far analysed in detail comes from the period before 1914. One sector whose 
managerial performance during the pre-First World War period has been 
analysed in some depth is the British shipping industry, which had by 1914 
developed extensive international ramifications: the British merchant fleet 
dominated the world, with British registered ships representing about 40 per 
cent of the world’s total tonnage in that year.’ In a recent study, Gordon 
Boyce? has examined the networks that emerged in the shipping industry, 
which he explains by reference to the need for efficient transfer of 
information. To achieve this, different structures, both formal and informal, 
might be effective in different contexts and at different times. In particular, 
Boyce seeks to explain the rise of large groups of companies within the 
British shipping industry after 1910, which took place with remarkably little 
managerial integration of the previously independent companies into multi- 
divisional or other structures, in terms of minimising the costs of gathering 
and using information: 


Shipowners did not employ the holding company to internalise 
commercial transactions completely; instead they used it as a vehicle 
for straddling the internalisation/externalisation divide. ... [T]hey 
resembled networks partially absorbed within a corporate fabric. To 
reinforce their positions of centrality, founders adjusted formal and 
informal communication channels to secure inside knowledge about 
subsidiaries' affairs. By preserving units as separate profit centres 
they could use this information, along with market incentives 
tempered by their own commercial influence, to shape strategy. As a 
financial device, the holding company ... enabled founders to use 
their information advantages to enhance fund raising capabilities and 
preserve their centrality by retaining a firm grasp of the legal and 
financial strings that bound their corporate webs.’ 


The present study examines the methods used to manage the activities of 
one of the largest British shipping groups, P&O. The Peninsular & Oriental 


THE P&O GROUP 71 


Steam Navigation Company had been incorporated by Royal Charter in 
1840, and by 1914 was not only one of the largest but also one of the most 
prestigious of British liner shipping companies. Until 1914, P&O could be 
regarded as a British-managed and based concern. Although it earned 
substantial revenues from operations outside Britain, and needed to co- 
ordinate information flows relating to these,? its Head Office, central 
management and administration were located in London, and much of its 
revenue was earned in Britain. P&O had made virtually no corporate 
acquisitions before 1914, in which year it merged with the British India 
Steam Navigation Company (BI), creating a fleet representing as much as 
three per cent of the world's total merchant shipping tonnage. After this 
merger, P&O continued to grow through acquisitions, giving rise to 
problems of co-ordination and management. 

In the next section of the paper, P&O's strategy for acquiring new 
companies is examined. The different contexts within which acquisitions 
were made tended to influence the managerial relationships that were put in 
place between P&O's central management and that of the acquisitions. In 
section III, more formal management relationships, such as interlocking 
directorships and agencies, are considered, while in section IV informal 
relationships are examined. Section V considers changes and continuities in 
inter-company relationships in the P&O group following an internal 
financial crisis in 1932, and section VI draws conclusions from the evidence 
presented in the paper. 


II 


If P&O could be regarded in 1914 as a British-based company, BI was 
certainly not. Indeed, it had many of the characteristics of the type of free- 
standing company identified by Casson as effectively controlled by a 
managing agency. In BI’s case, this was the Calcutta-based firm Mackinnon, 
Mackenzie & Co. (one of Chapman’s investment groups), whose senior 
partner in 1914 was James Lyle Mackay, Lord Inchcape." The P&O/BI merger 
has been identified by a number of commentators" as a 'reverse takeover', 
although it is not clear who had taken the lead in the P&O/BI merger: P&O's 
long-standing chairman Sir Thomas Sutherland or Inchcape." Sutherland 
quickly relinquished the P&O chairmanship to Inchcape after the merger. 
During the years of the First World War, Inchcape made it known that he was 
willing to take over other shipping companies, and several major acquisitions 
took place during those years. Inchcape never formally articulated a strategy 
for making acquisitions, and indeed he does not appear to have positively gone 
out to approach possible targets for purchase. The main initiative often came 
from the acquired companies rather than from P&O. 
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In so far as a strategy can be read into Inchcape’s acquisitions, his aims 
were, first, to allow P&O access to routes in which it had not previously 
been present, so long as these were in some way connected with P&O's 
main market areas of the Indian Ocean and the Far East, secondly, to 
provide a ‘reserve fleet’ that could be used to replace war losses in the P&O 
and BI fleets; and, thirdly, to remove potential or actual sources of 
competition. In some cases, P&O or BI already had a loose relationship with 
companies taken over, through membership of one of the many Shipping 
Conferences that acted somewhat like cartels to regulate particular routes, 
or through reciprocal agency arrangements. Thus, P&O rarely acquired 
operations that had little connection with its existing activities. 

The first major purchase in 1916 was the New Zealand Shipping 
Company (NZS), which had some years earlier, in 1912, acquired the 
Federal Steam Navigation Company." BI had operating links with Federal, 
and the London agent of both NZS and Federal was Gray, Dawes & Co., the 
London representative of Mackinnon, Mackenzie & Co. Inchcape 
controlled both these agency firms. However, the attraction of NZS and 
Federal was the markets in which they operated. As Inchcape told the P&O 
Board: 


When the War is over, it is reasonable to assume that there will be very 
considerable developments 1n the Australian trade, not only between 
this country and Australia but between Australia and other parts of the 
globe, and the acquisition of the New Zealand and Federal Lines will 
give us a peaceful entry into the western parts of Australia and also 
into New Zealand which otherwise we might have had to fight for." 


The initiative for P&O's next purchase, Union Steam Ship Company of 
New Zealand, came in part from Union's founder and chairman, Sir James 
Mills. Union was possibly the largest commercial organisation in New 
Zealand, but in 1917 Mills was 70, and was physically distanced from the 
company of which he was nominally chairman, as he was living in London, 
while Union was managed from New Zealand. The other active promoter of 
the Union takeover was Allan Hughes, the dominant force in NZS and 
Federal. Hughes had originally approached Mills in 1913 to suggest an 
amalgamation of NZS and Union, but this did not proceed, although the 
companies entered into reciprocal agency arrangements which resulted in 
NZS acting as Union's London representatives." 

The P&O/NZS merger had an unsettling influence on Mills and Union's 
managing director, Charles Holdsworth. There was the risk that Union 
would lose the agency for NZS, and Holdsworth was concerned that Union 
might find itself isolated and thus under threat from the more powerful P&O 
combine. For Mills, however, a P&O/Union merger would set the seal on 
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his career." During September 1916, Hughes acted as go-between, 
providing Inchcape with a summary of Union’s assets and liabilities. 
Inchcape was not one for detailed consideration of financial data: as Mills 
observed to Holdsworth: 


You will have gathered ... that in the [New Zealand] Shipping 
Company’s case figures were not gone into closely at all, no doubt 
Hughes gave a summary of the position of his company with which 
the other man was quite satisfied. The latter asked Hughes if he would 
like some P&O figures and Hughes said no he did not want them. That 
is Inchcape's style. ... As you know, he listens a lot and says very 
little, so I had to be very careful. However, he did not by any means 
turn it [merger] down and I gather that he will ask Hughes to submit 
some figures to him.” 


However, immediate fusion of P&O and Union did not proceed, as Mills 
had to return to New Zealand for Union’s Annual General Meeting. 
Negotiations picked up again, however, when Mills and Holdsworth 
returned to London in March 1917. Again, Hughes was actively involved, 
passing details of Union's financial position to Inchcape. It was only in May 
that Inchcape formally advised the P&O Board of the negotiations (all the 
acquisitions during this period were presented to the P&O directors as faits 
accomplis), and his memorandum to the P&O Board? is perhaps the clearest 
statement of his acquisition strategy during this period. 

Inchcape noted first the existing associations between Union and the 
P&O combine. He then used the figures provided (through Hughes) by 
Mills to show that P&O would obtain financial benefits from the 
acquisition, as Union had cash and marketable investments of £2.5m and 
ships valued on a conservative basis at £2.75m ('at today's values the 
steamers are worth certainly double the £2,750,000 namely £5,550,000"), 
while P&O was paying £1.5m in cash and £500,000 of P&O Deferred Stock 
(which had a market value of about £1.5m) for Union's ordinary share 
capital of £1m. Inchcape gave greater emphasis to the accretion of ships to 
the P&O combine than to the profits of Union, although he provided 
calculations to show that Union's current Ordinary dividend of ten per cent 
would just about cover the cost of the dividend on the P&O Deferred Stock 
to be issued, together with interest on the cash element of the consideration. 
Finally, Inchcape considered the question of future competition if Union 
were not taken over. He noted that Union ran a line between British 
Columbia and New Zealand, which he saw as ‘somewhat of a menace to the 
Suez Canal route to Australia’. He concluded that ‘it might be desirable for 
the P&O Co. to have a peaceful entry into this business’. 

The strategy of building on existing associations, reinforcing the P&O 
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combine's fleet and gaining access to new trades without great expense 
continued to motivate further acquisitions, although an increasingly 
important consideration in these was the financial position of the acquired 
companies. During the War, shipping companies built up substantial cash 
reserves, as the result of a combination of several factors. These included 
the ability to earn high freight rates on business falling outside British 
government control, and steady and guaranteed incomes from government 
charters and requisitions. Moreover, insurance and compensation 
settlements received for war losses could not be immediately reinvested in 
new ships, and thus accumulated. This was a particular feature in the 
acquisition of the Hain Steamship Company in November 1917. Hain was 
a tramp shipping company, so the acquisition represented a move away 
from P&O's normal liner services, although Hain operated largely in the 
Indian Ocean, and BI often chartered its vessels. The agreed purchase price 
was £4.4m, and Inchcape advised the P&O Board that Hain held cash assets 
of £2.4m and P&O would therefore be acquiring its fleet of 23 steamers at 
less than £10 per ton (a bargain at a time when Inchcape was valuing the — 
admittedly superior — P&O fleet at five times this figure).” 

Although Inchcape's de facto strategy was still being exercised in P&O's 
acquisition of a controlling interest in the Orient Steamship Company in 
1918 (Orient ran a mail service from Britain to Australia in alternate weeks 
to P&O's service), eventually he reached a position where he was 
undertaking acquisitions simply because shipping companies were being 
offered to him. On at least one occasion, the prospective vendors were able 
to play Inchcape off against the other dominant British shipping magnate of 
the period, Lord Kylsant of the Royal Mail Steam Packet Company. In 
January 1920, Inchcape advised the P&O Board that he had gained control 
of the General Steam Navigation Company (GSN). As this company was 
mainly involved in passenger and freight services around Britain and into 
the Mediterranean, there was no obvious operational reason for P&O to buy 
it, but GSN's directors approached Inchcape for more favourable terms than 
they had been offered by Kylsant, to whom they had originally tried to sell 
their company. Inchcape agreed to pay slightly over Kylsant's offer, and 
acquired over 90 per cent of the GSN shares through his firm Gray, Dawes. 
He 'generously' offered the GSN shares to P&O (at their cost to him), but 
his only justification for the acquisition was that, given GSN's cash and 
investments, he was able to buy the fleet for virtually nothing.” 

Overall, then, companies were acquired without much conscious 
articulation of how they would fit into the P&O combine, although most 
acquisitions could be justified on ad hoc grounds. Inchcape's major 
acquisitions for P&O were all existing shipping lines, although he did take 
controlling interests in Wm. Cory & Sons, one of the largest coal-bunkering 
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firms, and R. & H. Green & Silley Weir, a marine repair business: the P&O 
combine was already the principal customer of both these concerns. 
Although financial factors were not ignored, the main justification for 
acquisitions was that they provided P&O with control over current or 
potential competitors and gave Inchcape access to new trades. This control 
was essentially negative: P&O's ownership of the voting shares of its 
associated companies gave Inchcape the power of replacing the directors 
and managers of the associated companies if they offended him, but 
Inchcape did not (at least until the later years of the 1920s) aim for 
operational control. He proudly boasted: 


Beyond being kept more or less in touch with the operations of the 
various Companies in which we are interested ... neither your 
Chairman nor your Board ever interfere with their operations. They 
each continue to carry on their own business precisely as they did 
before. Personally, I have never been inside one of their offices.” 


Inchcape's language reflected these loose formal relationship: the 
various companies in the P&O group were referred to as ‘allies’ and 
‘associates’, not as ‘subsidiaries’. From an operational efficiency 
perspective, Inchcape's refusal to become involved in detailed management 
could be seen as reasonable. Management structures were in place in the 
operating companies to ensure that routine decisions could be taken based 
on the (presumably superior) information available at a detailed level to 
local management. So how, and with respect to what matters, did Inchcape 
exercise such control as he did? This is considered in the next two sections. 


III 


British liner shipping companies normally operated with a very ‘flat’ 
management structure." At the top, there would be a small 'management 
group', who would often have the formal titles of 'Managing Director' or 
‘Manager’. In P&O, Inchcape as Chairman worked with two or three 
Managing Directors. For much of the period these included his son, Lord 
Glenapp,” and his son-in law, the Hon. Alexander Shaw. Shaw had joined 
the P&O Board towards the end of the War, but first became actively 
involved in management in 1921, when the P&O Board resolved ‘that the 
Hon. Alexander Shaw be invited to take a seat in the office and to associate 
himself in the administration and executive work of the P&O and its 
associated companies’.* Below the management group were the department 
heads, P&O having a range of departments for different functional 
activities. Several of these departments consisted of large groups of clerks 
carrying out similar mechanical tasks under a small cadre of supervisors. 
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This structure inevitably meant that management was concentrated on a 
personal basis, and in the P&O group Inchcape kept tight control over 
information flows, even at the expense of keeping the Managing Directors 
in the dark. If the small groups of shipping company managers often 
appeared to the outside world as partners (and often they were indeed 
partners in the company's managing agents), a dominant partner could 
retain a high degree of autocratic control. Within the P&O group, as 
discussed in this section, Inchcape preferred to utilise agency relationships 
to bypass more formal lines of communication through boards of directors. 

At the time of the P&O/BI merger in 1914, it was agreed that the two 
companies would have a common Board of Directors, and when the merger 
became effective on 1 October 1914 a joint Board consisting of 12 P&O 
Directors and eight BI Directors was established. However, the dominance 
of P&O was illusory, given that Inchcape was Chairman and the Managing 
Directors were soon all men with BI backgrounds. The joint Board met 
fortnightly, the meetings of P&O and BI being held consecutively and 
independent Board minutes maintained. As P&O acquired further shipping 
companies, it did not make much use of the possibility of interlocking 
directorships. So, for example, Allan Hughes of the NZS and Sir James 
Mills of Union, both eminent gentlemen in the shipping world, were not 
invited onto the P&O Board. Conversely, no P&O Directors (not even 
Inchcape) were appointed to the Boards of the new acquisitions." P&O was 
represented on the Boards of several companies where it controlled the 
majority of the share capital, such as Wm. Cory & Sons, but not on the 
Boards of its 'Allies'. 

Why should this have been the case? After all, if the Board of Directors 
is regarded as the principal organ of control within an enterprise, then Board 
representation would seem to be necessary to achieve such control. 
However, this is to assume that the. Board does indeed exercise such a 
deliberative and decision-making role, and in British shipping companies 
during the period under review (P&O was typical rather than exceptional) 
the Board was largely a figurehead. The P&O Board consisted, in addition 
to the Chairman and Managing Directors, of eminent gentlemen from the 
worlds of public administration, banking and finance. Admitting individuals 
such as Hughes and Mill onto the P&O Board, whatever their personal 
stature (Mills, for example, was the first native-born New Zealander to 
receive a knighthood), could have been seen as jeopardising the 'public' 
nature of P&O. Hughes might have been suspected of favouring the partial 
interests of NZS, and Mills those of Union, at the expense of those of P&O 
in the wider sense. So despite the high regard in which Inchcape appears to 
have held Hughes and Mill (he ensured that Hughes was guaranteed a 
lifetime salary from NZS of the then princely sum of £10,000 per annum), 
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he preferred them not to be on the P&O Board. 

A more cynical view is possible. It may be that Inchcape regarded 
Hughes and Mills as potential focuses of rivalry, given that they had 
independent power bases in their respective companies. The other P&O 
Directors were either firmly in Inchcape's camp because of their BI 
connection (not to mention family associations) or were unlikely to rock the 
boat so long as Inchcape appeared to be conducting the P&O business 
effectively. Because NZS and Union were self-sufficient in cash terms for 
most of this period, there was no need for them to have a voice at Board 
level in order to fight for resources; indeed, the P&O Board did not carry 
out the role often attributed to the Board of Directors of decentralised 
organisations of allocating capital funds for investment and expansion. 
Moreover, Inchcape was unwilling to spend much time discussing the 
affairs of the ‘Allies’ at P&O Board meetings,” nor to allocate much of his 
management time to their business. 

The independence allotted to NZS and Union was, however, unusual. 
Other ‘Allies’ were controlled by Inchcape through the mechanism of 
having one or other of the agency firms that he controlled appointed as 
managing agents. The British shipping industry in the nineteenth and early 
twentieth centuries was crucially dependent on its agency relationships. 
These were of two main types. Shipping companies would appoint agents in 
the ports to which their ships regularly sailed, and in some cases in principal 
towns from which their main cargoes emanated. The role of these agents 
was to secure passenger and freight business and to service ships that 
touched at their ports, for example, by ensuring that loading and unloading 
of freight, fuel and other supplies was efficiently carried out. Particularly in 
the early years, the agent of a company such as P&O was an important 
figure in his local community, and this was recognised by the P&O 
management. Thus Sir Thomas Sutherland observed to the P&O Board as 
early as 1875: 


[Agents] are completely banished from England and they are called 
on to mix in society and often to support the prestige of the Company 
at their own expense. They hold a very great trust from the Company 
and, as far as the Receipts of the Company at the Port where they are 
representatives, everything depends on their efforts.? 


In addition to local agents, many shipping companies were run by 
managing agents. In some cases, managing agents would set up a series of 
individual 'single-ship' companies with separate groups of owners, while in 
other cases they would manage whole fleets of ships under common 
ownership. Perhaps the most significant managing agency relationship 1n 
the British shipping industry was that between BI and Mackinnon, 
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Mackenzie & Co. The latter firm had promoted the forerunner of BI in 
1856, and the management of BI rapidly became the firm's main activity. In 
the ten years from 1922 to 1931 alone, Mackinnon, Mackenzie received a 
total of about £6.5m in commission from BI.” 

Inchcape clearly viewed the agency business as the main source of his 
personal income. He made every effort to secure managing and port 
agencies for his firms. Ás regards P&O, he was generally successful: the 
Board minutes between 1916 and 1918 chronicle a series of transfers of the 
P&O agencies in Calcutta, Bombay, Colombo, Australia, Singapore, Hong 
Kong, Shanghai and Japan to Mackinnon, Mackenzie and its affiliates, such 
as Macdonald, Hamilton & Co. in Australia. In some of these cases, the 
Board was advised that the transfer was made on grounds of efficiency, and 
generally the transfer saved the pay of the P&O agent himself (who 
normally retired) and the costs of a separate establishment, while the 
remaining agency staff would be absorbed into the local Mackinnon, 
Mackenzie office. Between 1922 and 193], P&O paid Inchcape agency 
firms a total of £1.4m in commissions.” 

Inchcape also tried to obtain managing agencies for the newly acquired 
‘Allies’. In his memorandum on the merger with NZS (which had had an 
association with Gray, Dawes since the 1880s), Inchcape proposed: 


Mackinnon, Mackenzie & Co., the Managing Agents of the British 
India Co., should be considered Managing Agents of the New Zealand 
and Federal Lines under the British India Board for a period of ten 
years from the 1st January 1916 [sic: actually 1917], the date from 
which the British India Co. will become proprietors of the New 
Zealand and Federal Companies, on the same terms as respects 
remuneration as they obtain from the British India Co., limiting 
themselves in the meantime through their London representatives 
Messrs Gray, Dawes & Co., of which firm I am a partner, to a general 
supervision of the undertakings and to the direction of policy." 


Things did not turn out as Inchcape planned. Allan Hughes was not 
prepared to retire gracefully from the NZS and Federal scene, even with his 
guaranteed salary of £10,000 per annum for life. He was able to persuade 
Inchcape not to take on the management, perhaps because Inchcape was 
already heavily committed to the management of P&O and BI, not to 
mention his extensive public service during the War years." One of the 
Gray, Dawes partners, W.C. Dawes, continued for the time being as the NZS 
Chairman, with Hughes as Managing Director." 

Inchcape tried similar tactics with Union, although on this occasion his 
proposals were blocked before they reached the P&O Board. In May 1917, 
when Inchcape met with Allan Hughes, Sir James Mills and Charles 
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Holdsworth to finalise the purchase of Union, he offered to create a 
"Macdonald, Holdsworth & Co.' to manage Union. Some years later, 
Holdsworth was to write to bis successor as Union's Managing Director, 
David Aiken: 


I immediately refused to have anything to do with it and said that I 
could not face the Directors or the Staff if such a plan were adopted. 
As I was growing quite warm on the subject, Sir James and Mr 
Hughes urged Lord Inchcape not to proceed with his proposal. The 
subject was not touched on again from 1917 until 1928. ... I was 
greatly relieved and thought we had heard the last of the proposal 
when he agreed to let the position stand as it was.” 


Where there was a strong and independent presence in the management 
of one of the 'Allies', Inchcape was generally unsuccessful in obtaining the 
managing agency, but in two cases he achieved this (although one of them 
simply modified an existing relationship). Gray, Dawes & Co. took over the 
management of the Hain Steamship Company, with the existing managers 
being absorbed into the organisation of Gray, Dawes. Inchcape even 
proposed to arrange for Gray, Dawes to contribute £100,000 towards the 
£4.4m cost of Hain, representing ‘the goodwill of the Management’, 
although Inchcape's proposal was 'generously turned down' by the P&O 
Board.” Orient had long been managed by the agency firms of its founders 
(Anderson, Anderson & Co. and F. Green & Co.), but as the partners of the 
latter firm were selling out, it was agreed that Gray, Dawes & Co. would 
take over their interest in the management. After the P&O acquisition of a 
controlling interest in Orient, it was managed by the company Anderson, 
Green & Co. Ltd, 54 per cent of whose shares were owned by Gray, Dawes." 

The managing agency relationships gave Inchcape a personal 
involvement and financial interest in the operations of large parts of the 
P&O combine, and provided him with information about the operations of 
those parts that flowed outside any formal P&O channels. Because of the 
peculiar nature of this separation of management from ownership, Inchcape 
could achieve even greater autonomy than that available to the average 
Managing Director of the time. He had no need to enter the offices of these 
companies, as their management was effectively in his own hands anyway. 
Information passed through Gray, Dawes, whose London office was 
conveniently located in the P&O building in Leadenhall Street. 


IV 


What of the companies outside the managing agency nexus: NZS and 
Union? Here, the relationship between P&O and its ‘Allies’ was more of an 
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arms-length one. However, Inchcape was quite prepared to determine major 
policies from London, on occasion not even consulting with the ‘Allies’ 
until the deal was done. This can be seen most clearly in the relations 
between P&O and Union. 

Given that Mills, as Union’s Chairman, was for much of the period 
resident in London, it might have been expected that information would 
pass through him. The Union Board in Wellington received weekly 
statements of earnings on the company’s coastal and trans-Tasman services, 
as well as accounts of completed voyages in respect of the trans-Pacific 
services. Copies, or at least summaries, of these had been passed on to Mills 
in London, and the system continued for a time after the P&O merger. It 
appears that Mills was in the habit of discussing the voyage results with 
Inchcape, as in 1920 he can be found writing to Holdsworth that Inchcape 
had been quizzing him on Union’s steamer earnings in relation to the value 
of its fleet, and that Mills did not always have the answer to these 
questions.” 

Whether Inchcape mistrusted Mills, or simply wanted a second line of 
communication, he started to correspond directly with Holdsworth. His 
initial approach to Holdsworth was a tactful one: ‘I hope you won’t consider 
me too unduly inquisitive but it would be a great interest to me if you would 
get your people to send me on the completion of each voyage a note or 
something like the enclosed form.’” As well as this operational information, 
Inchcape obtained copies of Union’s published balance sheets and the more 
revealing back-up statements.” Mills, while remaining Chairman of Union 
in name until his death in 1936, gradually gave up active involvement in 
Union’s management, although he kept in informal contact with his friends 
and contacts both in London (at P&O and NZS) and in Wellington. 
Following Holdsworth’s return to London at the end of 1926, leaving Aiken 
in charge of Union’s management in Wellington (he had been General 
Manager since 1914), weekly summaries of Union's earnings were sent 
directly by Aiken to Inchcape, who would formally acknowledge receipt 
some weeks later. 

Until about 1930, Inchcape's main interest in Union (at least as shown 
in the surviving correspondence) was as a 'cash cow' for the P&O combine. 
As early as the time of the merger, P&O had used cash resources of Union 
to pay for Union shares that it bought from shareholders resident in 
Australia and New Zealand. A total of £700,000 was spent by Union on 
P&O's behalf. This could be rationalised as a convenient procedure to adopt 
in wartime, when remittances between London and Australasia were not 
easy to arrange. However, almost from the day that the P&O/Union merger 
became effective, Union not only transferred its cash balances in London to 
P&O, but also remitted the large part of its cash flow. P&O agreed to pay 
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Union 2% per cent interest on this inter-company loan, and was prepared to 
allow Union to draw on the balance to meet its liabilities to shipbuilders for 
new ships. However, the balance between P&O and Union grew steadily to 
a maximum of nearly £5.4m in favour of Union in 1929. In addition, P&O 
held significant amounts of British government stocks on Union's behalf. 

Much of Inchcape's correspondence during this period involves ploys 
aimed at securing part of these assets for P&O, preferably in ways that 
would allow P&O (or another company in the combine) to book a profit. 
Thus in 1923 Inchcape telegraphed Holdsworth 'If agreeable to Union Co. 
will transfer 500,000 Cory's shares held by BI at today's market price 
£2.17.6 selling Conversion Loan at good profit to meet purchase, reply'.*' 
These shares came from a block of 788,000 ordinary shares in Wm. Cory & 
Sons owned by BI (representing about 26 per cent of the share capital: P&O 
also held the same number of shares), and Inchcape wished to sell these to 
Union and NZS. As the shares had a book value to BI of only £900,000, 
against a current market value of £2,265,500, this would allow BI to book a 
profit of £1,365,500, which, after a series of accounting entries, could be 
applied to special depreciation of the BI fleet." Holdsworth's reply is 
indicative of the nature of Inchcape's control over Union: 'Had the [Union] 
Company been unattached I think we would probably have preferred to 
have held the Gilt-edged Stock as more readily realisable, but as a Unit of 
the Group we are glad to fall in with your wishes.'? In fact, this deal turned 
out to be profitable for Union, as it not only received regular dividends from 
Cory but finally sold the shares in 1934 at a profit of £325,000." 

A less profitable deal arranged by Inchcape with virtually no 
consultation was the joint venture on the trans-Pacific route between Union 
and the shipping arm of the Canadian Pacific Railway (CPR). Access to the 
trans-Pacific market had been one of the attractions of Union to Inchcape. 
Union's service from Sydney via Auckland, Fiji and Honolulu to Vancouver 
had a complicated history: originally operated by the Australian shipping 
concern Huddart, Parker, it had been taken over for a time by NZS before 
being acquired by Union in 1901, to be operated as the Canadian— 
Australasian Royal Mail Line.” This line formed part of the so-called ‘АП 
Red Route' from Australasia to Britain, worked in conjunction with CPR, 
which provided transport by rail across Canada and by ship across the 
Atlantic. The world depression at the end of the 1920s, coupled with 
reductions in the mail subsidies received from the New Zealand and 
Canadian governments and the prospect of competition on the trans-Pacific 
service from the Matson Line, which received generous subsidies from the 
US government, meant that Union's service ran into losses. Prospects for 
the service were overshadowed by the impending need to replace at least 
one of the ships that operated the line, the Niagara (built in 1913), while the 
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other ship, the Aorangi, would need at least a major refit to bring it up to the 
likely standard of the Matson ships. 

Inchcape began negotiations with Edward Beatty, the Chairman and 
President of CPR, and Sir George McLaren Brown, CPR’s European 
General Manager, as early as May 1929, but the Union Directors were not 
apprised of this until December of that year. After the Union Board Meeting 
on 14 December, Aiken wrote to Holdsworth in London to inform him of 
the ‘shock’ felt by the Union Directors at the fact that Inchcape was 
negotiating behind their backs. Holdsworth replied: 


No one could more regret the situation than I do, and in the very brief 
interviews I had with Lord Inchcape I think I put every argument 
before him, but he paid no attention to them. Undoubtedly what he 
had in mind was that he would get a substantial cash payment and 
save the expenditure of something over a million on a new ship. I 
pressed for ime to communicate with the Directors, but, as you know, 
he sent a telegram which, as I pointed out, closed the door to further 
discussion.” 


During these negotiations, Holdsworth, despite being Union’s Managing 
Director and available in London, was often ignored. His correspondence to 
Aiken during the early months of 1930 is full of comments on this, 
particularly as regards the false position he believed Inchcape had placed 
him in by forbidding Holdsworth from advising the Union Board of the 
negotiations while communicating with Aiken both directly and through 
intermediaries.*’ : 

To some extent, Holdsworth’s position was made more complicated by 
the communications lag between London and New Zealand: it was quite 
possible for instructions sent by letter to be overtaken by telegram well 
before the letter arrived. However, Inchcape was quite aware of the power 
that control of communications provided, and he exploited the confusion 
over the CPR negotiations to try to shut not only Holdsworth but also Mills 
out of direct contact with the company of which they were respectively 
Managing Director and Chairman: 


I have no recollection of having asked you not to tell the [Union] 
Board of Directors what was passing with the CPR. I note you wrote 
D.A. Aiken a personal letter and that you told him I did not wish the 
Directors to be advised. This is the very last thing I would have done. 
To prevent anything of the kind happening again I suggest that all 
correspondence regarding the Union Steam Ship Company of New 
Zealand Ltd should be addressed to me and I will send you D.A. 
Aiken's letters and you might send me replies which I will sign. No 
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correspondence in regard to Union SS Coy Ltd should take place 
between you and D.A. Aiken. This is the rule which is in force with 
all our Firms and Companies abroad and keeps us all together as a 
united family.* 


Despite Inchcape's edict, Aiken continued to communicate directly with 
Mills and Holdsworth. Inchcape did not appear to be aware of this, however, 
as he was instrumental in ensuring that Aiken was appointed Managing 
Director of Union in early 1931, when Holdsworth finally retired.* 

In keeping the Union Directors in the dark over his negotiations with 
CPR, Inchcape was exhibiting what Stephanie Jones has described as the 
‘less attractive sides of his nature’, which she sees as becoming exaggerated 
in the last years of his life. 'He could be intolerant, extreme, overbearing 
and secretive: miserly with his power, he tried to frustrate the attempts of 
the able deputies he had wisely selected to run the companies effectively’ .” 
This secrecy extended to the P&O Board itself: the first formal notification 
from Inchcape about the negotiations with CPR did not come until 15 
October 1930,” well over a year after the start of the process. 

As P&O's financial problems grew in 1930, Inchcape found himself 
increasingly reliant on the support of Union. The payment of a ten per cent 
dividend on P&O's deferred stock was made possible only through a special 
transfer of £500,000 from Union's deposit account with P&O. Although the 
instructions for the transfer came in a letter from Holdsworth to Aiken,” the 
actual author was Inchcape, as Holdsworth was to advise Aiken in a 
personal letter two days later. Inchcape suggested that the payment should 
be presented as being 'for services rendered by the P&O Company during 
the last ten years'. Although the extent of such services was not obvious to 
the Union Directors, they considered that they had no alternative but to 
accede to Inchcape's request. 

Inchcape's involvement in the management of Union increased through 
193]. The CPR deal was finally settled, with Union selling the two ships 
Niagara and Aorangi to a new company, Canadian—Australasian Line Ltd for 
£lm, discharged by а half-interest in the new company and CPR preference 
stock valued at £500,000. In theory, this was a profitable transaction for Union, 
as the two ships together had a book value of only £640,000. However, 
Inchcape put in another demand for Union to make a special payment of 
£500,000 to P&O, again in order to permit payment of a P&O deferred 
dividend. With Holdsworth off the scene and Mills effectively ignored,” the 
only line of communication between Union and P&O was the correspondence 
between Inchcape and Aiken. The perilous nature of such informal communi- 
cation was brought home when Inchcape's health failed at the end of 1931. 
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V 


Although P&O's published accounts presented a solid appearance 
throughout the 1920s, its financial position was steadily worsening during 
the decade.” The large cash sums deposited with P&O during this period not 
only by Union but also by BI and NZS had been spent on new ships for the 
P&O fleet, and on funding P&O's interest and dividend payments. By 1931, 
the cash had long gone, and P&O owed over £6m on short-term loans.” 
Suffering from a severe chill and no doubt feeling his 80 years, Inchcape 
retreated to his yacht Rover moored at Monte Carlo, from where he 
attempted to carry on his control of the P&O empire as before. Shaw, left in 
London as Deputy Chairman, gradually came to realise that P&O was on 
the verge of financial collapse, with Inchcape paying off some of the more 
pressing creditors with his own personal money. Finally, Shaw lost patience, 
and on 3 February 1932 he confronted a meeting of the P&O Board with 
what he had discovered. 

Shaw ensured that a full ‘précis of proceedings’ was initialled by all the 
Directors present at the meeting. This document makes clear the extent to 
which even the Managing Directors of P&O were kept in the dark about 
how P&O's annual accounts were made up, and particularly the dealings 
with subsidiaries. ^ With Inchcape out of action, Shaw had come to realise 
that P&O was facing what might be only a temporary liquidity crisis, but 
one which was nonetheless severe. On learning that operating results were 
unlikely to permit the payment of dividends for 1932, Shaw felt constrained 
to consult privately “with a certain high authority in the City’ — almost 
certainly Montagu Norman, the Governor of the Bank of England." Shaw 
was advised to call in Lord Plender, senior partner of the accountants 
Deloitte, Plender, Griffiths & Co., to carry out an investigation of the P&O 
Group. Shaw captured the sympathy of the P&O Directors with his 
openness (clearly a contrast to Inchcape's secretive nature), and adroitly 
persuaded them to agree to the Deloittes investigation, and to appoint him 
as Acting Chairman.” 

Shaw had chosen a high-risk strategy. Had Inchcape recovered, it is very 
likely that Shaw would have had to resign: indeed, when Inchcape realised 
Shaw's tactics, he tried to cut Shaw out of his will.? Partly because of this, 
and partly to avoid the impression of panic, Shaw's communications with the 
subsidiaries were circumspect. À private cable was sent to Aiken over Shaw's 
and Glenapp's signatures requiring Aiken to forward extensive details about 
Union's accounts over tbe previous ten years. Further cables followed over 
the next three months, all of which Aiken placed on a confidential file in 
Union's strongroom. While this was going on, Aiken continued to 
communicate with Inchcape, but did not reveal his contacts with Shaw. 
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Inchcape still attempted to run the P&O group, ordering his private 
secretary to instruct P&O's agents and associates to send their telegrams 
direct to Monte Carlo rather than to London. Shaw would have none of this, 
told the P&O Board that ‘the London Management could not be expected to 
control the operations of the Company unless they were in receipt of the 
telegrams and correspondence concerning the day-to-day operations of the 
Company's vessels and affairs', threatened to resign, and procured the 
Board's agreement to countermand Inchcape's instructions. Sir Walter 
Lawrence, the last remaining P&O Director from the Sutherland era, was 
despatched to tell Inchcape of the situation.? However, until the Deloittes 
investigation was complete, Shaw was still unclear as to much of the 
detailed dealings between P&O and its subsidiaries. He attempted to 
remedy this by talking to Mills, and impressed the latter, who wrote to 
Aiken: 

I have had a confidential chat with Mr Shaw, who was very much 
concerned with the position of affairs generally and, indeed, with the 
complicated position that has arisen with regard to subsidiary 
Companies — ours in particular — owing to personal method of 
disposing of the available funds. It is evident that the Parent Company 
has really existed upon these for some time past. ... The demand on 
you for [information] was to satisfy the requirements of [Lord 
Plender] and for his information, as it appeared that absolutely no 
records had been kept by the Parent Company.*! 


Inchcape's death on 23 May allowed Shaw to be more frank with the 
managers of subsidiaries such as Aiken. Shaw continued to consult with 
Mills in London, embarrassing the latter by pressing him for information 
that he could not provide: 


I may say I felt somewhat hampered in my interview with Mr Shaw 
as he had little knowledge and was anxious to gain some from me, but 
I was of little use to him, as I have not seen the figures of the 
Company for quite a long time, and I gather too that, although no 
doubt you have sent ample information to Lord Inchcape, it has not 
been passed on to the associates. 


Shaw also ensured that Aiken was firmly on his side, cabling him at 
length the day after Inchcape's death to set out the financial position of P&O 
and the nature of the Deloittes investigation. Aiken offered to come 
immediately to London, but Shaw's willingness to work through Mills made 
this unnecessary. With Shaw's position secured by his election as Chairman 
at the 8 June P&O Board meeting, any threat from Glenapp neutralised as a 
result of his resignation as a P&O Managing Director, and the horrific 
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results of the Deloittes investigation available, Shaw was able to write at 
length to Aiken. He acknowledged that the payment of P&O's dividends 
during the previous ten years had largely been achieved through drawing on 
the accumulated reserves of subsidiaries, and stated that it was the wish of 
the P&O Board that this should stop. Economies and rationalisations had 
already been put into effect, including a reorganisation of the London— 
Calcutta services, where P&O and BI had previously been duplicating their 
efforts. Shaw continued: 


In addition to this we are working on closer terms with all our Allied 
concerns. I have had the pleasure of several interviews with Sir James 
Mills, and as you know, have been in constant touch with yourself by 
telegram. Mr Cowan meets with myself and the other Managing 
Directors almost daily. Further, we are on closer terms with the Orient 
Company, in which, as you know, the P&O hold a controlling 
interest.” 


Shaw hinted, however, that P&O might have to call on Union for support 
at some future date, though this would not be frittered away in dividends, 
but applied ‘for some purpose more necessary to the maintenance of the 
whole Group'.? 

While Aiken continued to send Shaw the same information on Union’s 
operations as he had provided Inchcape, the requirements as regards annual 
and half-yearly accounts were more detailed. The Deloittes report had 
recommended that P&O should draw up a consolidated balance sheet,“ and 
in order to meet the publication deadline, Aiken cabled London with the 
Union accounts as at 30 September 1932, according to a pro-forma 
specified by Deloittes. In London, information about Union’s operations 
and finances was no longer the exclusive preserve of the Chairman, as Shaw 
had arranged for a Finance Committee of the P&O Board to be set up, 
consisting of the P&O Managing Directors and four of the more financially 
astute outside Directors. Financial information from Union was also 
regularly perused by Lord Plender and his partner James Kilpatrick, who 
had been appointed as Auditors of P&O in July 1932. 

Over the next few years, Union and the other P&O subsidiaries 
continued to be allowed a fairly free rein as regards their operations, 
although there was less reluctance than during Inchcape’s Chairmanship to 
abandon or rationalise activities that generated more prestige to the P&O 
group than profit. The main changes under Shaw were that financial 
relations between P&O and its subsidiaries were generally structured on a 
more mutually beneficial basis, rather than for the sole benefit of P&O; 
information flows were less exclusively focused on the Chairman 
personally, and P&O’s management became more collegial; there was a 
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greater willingness to consider joint working of services and rationalisation 
within the group, even though this might benefit P&O only indirectly; and 
in public statements, such as Shaw's speeches at P&O's Annual General 
Meetings, P&O was presented as a unified group, not as a collection of 

Shaw's greater openness with the managers of subsidiaries ironically 
made it easier for him to take over their accumulated reserves for P&O. A 
complex and highly secretive scheme carried out between 1934 and 1936 
extracted £4.5m from Union and £2m from NZS, to be applied towards 
extraordinary depreciation of the P&O fleet." Despite his greater openness 
with the P&O subsidiaries, Shaw was not afraid to initiate major financial 
reorganisations such as this, whereas Inchcape had tended to operate from 
year to year on a piecemeal basis. Finally, Shaw made it clear that 
companies such as Union and NZS were subsidiaries, not allies. However, 
the subsidiaries continued to be allowed significant operational autonomy. 
The move towards greater co-ordination in the P&O group was a slow one, 
and even as late as 1958 P&O's subsidiaries still had almost complete 
operational independence.* 


VI 


The management of the P&O group during the years from 1914 to 1939 can 
be characterised as a largely devolved structure, as regards detailed 
operational management, coupled with intensely personal and concentrated 
strategic decision-making. The separate companies in the group were 
largely allowed to operate independently, and the two companies in which 
Inchcape had a substantial and formal personal role, P&O and BI, were 
ironically the least successful parts of the group. During the Inchcape period 
to 1932, the P&O group operated in ways not unlike the pre-First World 
War investment groups identified by Chapman, with managing agency 
relationships or informal lines of communication bypassing more formal 
board of directors or shareholder links, and 'the real economic strength of 
the group ... concealed from the public ... by the practice of preserving the 
parent organisation as a partnership'.* Here, the parent partnership for the 
P&O group was Mackinnon, Mackenzie, and the line demarcating this 
organisation from the P&O group was ill-defined during Inchcape's 
lifetime. 

Was the loose organisational structure of the P&O group a strength or a 
wcakness? At first sight, it might be judged in a negative light, since P&O 
barely managed to survive the world crisis in the shipping market at the end 
of the 1920s which brought down other combines such as the Kylsant 
group. The use of companies such as Union as sources of cash for P&O 
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deferred the taking of difficult decisions to restructure P&O's lines and 
operations in order to reduce its losses, indeed the inclusion of dividends 
and special transfers in P&O's profit and loss account disguised the extent 
to which P&O was consistently loss-making during the 1920s." The 
difficulties of restructuring in 1932 were exacerbated by the need on the part 
of Shaw to discover basic information about the companies in the P&O 
group. 

Yet the post-Inchcape restructuring did not go as far as replacing the 
loose organisational structure with something more formal, such as a multi- 
divisional structure. Although regular information flows from subsidiaries 
to parent company began to enable the P&O Board to keep closer control 
over the group, delegation of operational management continued. Under 
Shaw, subsidiaries were kept more in the picture as to P&O's plans, but their 
discretion as regards major decisions, particularly of a financial nature, was 
greatly restricted. The Union Directors, for example, had little real option of 
refusing to accede to Shaw's raid on Union's secret reserves in 1934. In any 
event, greater formality in management was necessitated by the gradual 
separation after Inchcape's death of his family interests in the Mackinnon, 
Mackenzie agency from those in P&O, leading to a more arm's-length 
relationship with the agency firms. 

Even given the loose organisational structure, a case can be put forward 
that Inchcape exercised control over the companies he regarded as ‘Allies’ 
where this mattered. He received regular information on operations and 
plans, though this was forwarded (in the case of Union) in the form of 
indirect and later direct correspondence rather than through any more 
formal management information system. Although the ‘Allies’ were not set 
explicit performance targets, Inchcape was quick to comment when it 
appeared that they were planning to reduce their dividends. Inchcape, and 
later Shaw, seem to have exercised a veto over top management 
appointments in the 'Allies'. For example, when Aiken died suddenly in 
May 1934, Shaw was instrumental in ensuring that his successor as Union's 
Managing Director was Norris Falla, who had worked for several years in 
the London Office of NZS before returning to Wellington to take over as 
Union's Genera! Manager when Aiken became Managing Director in 
1931.” Inchcape and Shaw both took an active interest in the shipbuilding 
plans of the subsidiaries, using the power of the P&O combine to negotiate 
good deals with shipbuilders. Towards the end of Inchcape's life, he started 
to realise that the 'Allies' could conveniently make use of P&O's well- 
developed and greatly experienced ship design and outfitting departments, 
which for example took responsibility for Union's inter-island ferry ship, 
the Rangatira, launched in 1932. 

Yet to Inchcape, the latter services were convenient favours to 'friends' 
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as much as efficient use of group resources for the benefit of subsidiaries. 
This characterised the significant difference between Inchcape and Shaw: 
the former regarded the companies in the P&O group as associates that 
happened to have particular relationships of ownership between them, but 
were largely autonomous, while the latter was beginning to see P&O as a 
unitary group, made up of a parent company and subsidiaries. This made it 
possible for Shaw to accept more readily schemes such as the secret raid on 
Union's and NZS's reserves in 1934, something much more dramatic than 
Inchcape's ad hoc machinations. 

It is important to remember that P&O survived the inter-war slump in 
shipping where many lines failed. Had information been less concentrated 
in the hands of Inchcape at a time when arguably his intellectual powers 
were beginning to fail, it is possible that the crisis of 1932 would have been 
less severe, but it is worth noting that, once Inchcape was no longer on the 
scene, Shaw and his colleagues, working within virtually the same 
organisational structure, were able to address many of the problems that 
Inchcape had built up. The profitable subsidiaries could be left to get on 
with the business of making money as before, while the persistently loss- 
making subsidiaries (such as BI) could benefit from Shaw's undivided 
attention. 

The evidence presented in this paper suggests strongly that the informal 
informational links in the British shipping industry documented by Boyce 
for the period before 1919 persisted through the inter-war years. This 
suggests an important caveat to claims that 'personal capitalism' was 
necessarily inferior to *managerial capitalism' in running the multinational 
enterprise. Personal capitalism, by its very nature, relies heavily on 
delegation of responsibility with little formal supervision, on networks of 
trust rather than lines of command. In an organisation such as P&O this 
implies that managers of subsidiaries can be relied on to act in the interests 
of the parent company without the need for elaborate systems of incentive 
and control. Loose and informal contro] is thus not the sign of lack of 
organisation, rather it reflects the assumption that ‘sound men’ will ‘do 
right'. Inchcape and later Shaw, whatever their respective attitudes to the 
companies P&O controlled, were confident of this, and their confidence 
was seldom misplaced. 


NOTES 
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Aiken. These were continued between Mr Aiken and myself There was complete 


THE P&O GROUP 93 


understanding between us I am confident that the same happy relanonship will continue now 
that you are in the saddle It will be kind 1f you will keep me fully informed, by cable where 
necessary, of developments at your end If this 1s done and all projects 1n connection with 
shipbuilding or finance are communicated to me I shall be only too willing to belp, and I am 
sure that no difficulty will ever anse ' WMM/Union/Falla: letter from Shaw to Falla, 23 May 
1934. 


The Environmental Crisis in Japan and 
the Origins of Japanese Manufacturing 
in Europe 


JAMES DARBY 
Queen's University of Belfast 


The chemicals industry in Japan has been relatively unprofitable and has 
failed to make its presence felt in world markets. With the exception of 
synthetic fibre manufacture in the early 1960s,’ post-war Japanese 
companies have not achieved the highest levels of global competitiveness in 
the related sectors of chemicals, petrochemicals, plastics, rubber and 
pharmaceuticals. Among the earliest Japanese manufacturing investments 
in Europe, however, firms from these chemicals-related sectors are 
prominent. The subsequent patterns of direct investment in other developed 
countries by Japan's most competitive firms, investing to avoid potential 
market restrictions, are therefore largely absent during the first phase of 
Japanese establishment, and to explain these early developments some 
reference to the productive environment in Japan is required. 

The relative unprofitability of the domestic chemicals sector in Japan 
has been the result of the limited availability of land and the high cost of 
production sites and feedstocks. The prominence of organic chemicals, as 
well as synthetic fibre and plastics production, has meant that the industry 
is typically pollution-prone and requires considerable amounts of energy, 
often imported.’ Another important feature of the industry is its oligopolistic 
nature, which it shares with other environmentally suspect sectors of 
Japanese manufacturing, such as petrochemical and coal products, rubber 
products, iron and steel, and non-ferrous metals.‘ 

One consequence of this oligopolistic structure, and the importance of 
heavy and chemical industries in the early post-war industrialisation of 
Japan, has been that enterprise associations have been strong and collusive,’ 
with well-developed channels of communication between the industry and 
the Japanese administration.’ In the early years of post-war industrial 
development, characterised as the period of heavy and chemical 
industrialisation (Jukagaku Kogyoka), this meant tbat assistance, usually 
financial, would be received by certain firms in certain sectors, as they 
complied with national industrial policy objectives. As the growth-sector 
status of the chemicals industry was subsequently reduced in Japan in the 
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19605, · Ше administration’s concem turned more to the environmental 
impact of domestic production in pollution-intensive industries, with 
increased public awareness of this issue engendering a major shift in policy. 


I 
ENVIRONMENTAL PROBLEMS IN JAPAN 


Changing public attitudes toward the quality of the domestüc living 
environment in Japan resulted from a succession of notorious cases which 
entered the public domain in the mid-1960s and involved serious public 
health problems. Many of the incidents arose from industrial poisoning 
cases which had taken place many years before, but only after the late 1960s 
was critical attention focused upon the release of toxic materials, which had 
previously been ignored in many instances both by public authorities and 
the polluting firms themselves. Evidence of cause and effect had also been 
obscured and denied in some of the more serious cases, thereby delaying 
public scrutiny of the nature and consequences of the pollution problem, 
until it had become a scandal at the national level. 

In 1955 the Morinaga company was responsible for a case of arsenic 
poisoning which claimed 12,000 victims and led to 130 deaths, although 
government research in the same year failed to allocate adequate 
responsibility for the emerging tragedy, and tbe medical issues were not 
properly faced or researched until 1969.’ In another incident, Japanese use 
of the drug thalidomide began in 1958 and continued until late 1962, which 
was almost a year after banning orders had been issued in other countries. 
Both these cases were not settled until 1974, and, as in other cases, 
allocation of responsibility was only made possible through public pressure 
resulting from a change in environmental attitudes, something that could not 
have occurred five or ten years earlier. 

In the Japanese chemicals industry itself, the Chisso company had been 
pioneers in the catalytic synthesis of aceto-aldehyde, used in the production 
of poly-vinyl chloride (PVC). The catalyst involved, mercury, came to 
poison the Minamata Bay area in south-west Japan, where cases of 
Minamata disease manifested themselves after 1953, although pressure for 
an adequate settlement of responsibility and compensation only emerged 
during the late 1960s.* Another heavy metal, cadmium, had also been 
discharged from a plant in west-central Japan owned by the Mitsui Mining 
and Smelting Company, resulting in the appearance of /tai-itai disease, a 
particularly unpleasant affliction. This could be traced back to the year 
1910, when this type of polluting activity began, although the hundreds of 
deaths eventually resulting from cadmium poisoning in Japan emerged as a 
public issue only during the 1960s.’ 
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Environmental concern in Japan in the late 1960s had two aspects, 
therefore, with a heightened awareness of congestion and air pollution as well 
as a procession of industrial poisoning cases in the courts and the newspapers 
holding the public's attention. In so doing they emphasised the need for public 
regulation and legislation, as well as a possible re-direction of the policies of 
industrial expansion which had shaped the political and social fabric of post- 
war Japan. As a consequence, government initiatives began to appear shortly 
afterwards, with a Pollution Countermeasures Basic Law in 1967, further 
comprehensive legislation 1n 1970, and the establishment of an Environment 
Agency, with ministerial representation, in July 1971.'? 

With specific regard to the chemicals sector, the Japanese government 
was concerned about the industry’s burdensome requirements in land and 
raw materials, its general level of productivity, and its disposal of waste 
products. Offshore production, involving the transfer of existing plants or 
new investment overseas, soon came to be recognised as one possible 
solution to the problems of the industry. Nevertheless, the wholesale exodus 
of Japan’s chemical industry was never a likely proposition, and as will be 
seen only those firms with serious operating difficulties, or new marketing 
strategies, were attracted to offshore locations. 

Many arguments against the use of pollution havens exist, and added to 
the natural conservatism of firms in less successful sectors, particularly in 
Japan, many justifications were available to firms engaged in 
environmentally hazardous production that wished to remain in Japan." 
Improved methods of pollution control and new plant may be cheap relative 
to the cost of setting up in a foreign location, while the political risks of 
host-country response and domestic labour difficulties (‘export of jobs’) 
may be similarly prohibitive.” 

Despite these reservations, the Japanese administration’s ‘epoch-making 
policy to restructure Japan's industry’ was eventually necessitated by the 
unfavourable prospects of the domestic heavy and chemical industries. 
Consequently, by the early 1970s, the growth of public concern about 
polluting industries and the environment in Japan was followed by the 
adoption of planning documents which sought to define 'the long-term path 
of the Japanese economy'.'^ These strategic plans were to promote a number 
of structural economic changes, and, it will be seen, among them was the 
rapid expansion of Japanese chemicals-related investment in both 
developed and underdeveloped countries. 


ПІ 
NEW STRUCTURAL POLICIES FOR JAPANESE INDUSTRY 


By the late 1960s growing public awareness of the consequences of 
environmental decay in Japan had focused attention upon the heavy and 
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chemicals sectors of industry, where big oligopolistic firms were in the 
forefront of polluting activity.“ Between 1956 and 1973 real Gross National 
Product (GNP) had grown by an average of ten per cent per annum in Japan, 
with industrial output increasing threefold in the decade up to 1965. In the 
same ten-year period production by the chemicals industry grew by a factor 
of 5.3," leading to associated problems of congestion and pollution which 
emerged as inevitable by-products of the single-minded pursuit of GNP 
growth through heavy and chemical industrialisation. As a direct 
consequence of this, a definition of growth using a Net National Welfare 
index," rather than GNP, was to arise from a new-found interest in the study 
of ‘welfare’ in the early 1970s, with a declining value registered for Japan 
since a peak year in 1967." 

The Japanese government’s concern with environmental tssues had not 
resulted in a prompt and whole-hearted response during the 1960s, with an 
important escape clause in the Basic Law of 1967 only removed in 1970, the 
year of the Pollution Diet (Kogai Kokkai), which passed 14 new ant- 
pollution laws.” In an atmosphere of crisis the Ministry of International 
Trade and Industry (MITT) was blamed for both the strategic planning 
which had led to the emergence of so many serious pollution cases, and for 
ignoring or denying the evidence of a significant emerging problem.” 

In the year preceding the pollution diet a senior MITI official, Amaya 
Naohiro, had prepared ‘a new approach to industrial policy’, which 
appeared as Basic Direction of the New International Trade and Industrial 
Policy in June 1969.” This was to become the blueprint for the proposed 
changes in Japan's industrial structure which were overseen and promoted 
by MITI during the next decade, with Amaya's position as director of 
research in the Industrial Structure Council a major factor contributing to its 
acceptance. 

In May 1971 the Industrial Structure Council (Sangyo Kozo Shingikai), 
a consultative organ of MITI, issued a planning document, International 
Trade and Industrial Policies for the 1970s. Many of the arguments and 
issues covered in this report were expanded upon in The Course of Japan's 
Industrial Structure, submitted in September 1974, and eventually the latter 
document was published by the International Trade and Industry Research 
Association of MITI in November 1974 as A Long Term Vision for 
Industrial Structure.“ In essence, ‘the policy emphasised a shift from 
“pollution-prone” and “resource-consuming” heavy and chemical 
industries, and assigned overseas investment а new role — that of a catalyst 
to "houseclean" the economy’.” 

The Industrial Structure Council, composed of businessmen, academics, 
journalists and retired civil servants," foresaw the need for ‘structural 
change towards knowledge-intensive industry’.* Shortage of sites and raw 
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materials for the Japanese heavy and chemical industries were linked with 
pollution as an issue, and, more specifically, a decline in the export of 
plastics and other petrochemicals products, which had hitherto formed the 
bulk of Japan's chemicals exports, was recommended. Downgrading of 
exporting industrics which were involved with pollution-intensive products 
was to take place alongside an expansion of fine chemicals production for 
export.” 

In effect, for the Japanese chemicals industry, ‘a considerable part of the 
increase in productive capacity’? was to be transferred overseas, and the 
recommendations of the Industrial Structure Council in this area were to be 
supported by other, contemporary, structural planning documents. The 
Japan Economic Research Centre (JERC) published A Long-Term Outlook 
of Welfare Economy — The Japanese Economy in 1985 early in 1973, and in 
this document increasing imports of intermediate goods, such as crude steel 
and basic petrochemicals were envisaged, partly as a result of investment in 
productive subsidiaries overseas. In many ways the JERC viewpoint 
amplified the earlier insights of the Industrial Structure Council’s work, at a 
time when many of their shared recommendations were being put into 
practice by the Japanese administration. 

Shortly after the effects of the 1973—74 oil crisis and recession had 
begun to establish themselves, however, the leading representative organ of 
Japanese business, Keidanren, published a riposte to the Industrial Structure 
Council’s long-term vision. This was entitled The Confused World Economy 
and Future Industrial Structure: An Essay (February 1975), and the 
essential difference of its approach, with regard to the MITI and JERC 
perspectives, was that ‘heavy and chemical industries should not be lightly 
encouraged to relocate overseas’.™ Keidanren observed that: 


1. Pollution control is, or should be, necessary even when offshore 
production is undertaken, 


2. the cost of anti-pollution techniques necessary for production in 
Japanese plants would not seriously affect profitability, and 


3. research into more efficient use of energy and raw materials would 
considerably benefit productivity in the intermediate goods sector. 


This sceptical attitude towards the benefits of transferring overseas 
production from the Japanese chemicals sector had been shared by another 
of the representative business organisations, the Japan Committee for 
Economic Development (Keizai Doyukai), which spoke of problems for big 
business caused by an overreaction to environmental difficulties.” 
Furthermore, labour interests in Japan were similarly unimpressed by the 
prospect of job export, and remained a conservative force in the structural 
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change debate, just as they had been less than progressive on the earlier 
pollution issue which had partly inspired it.” 

It can be seen, therefore, that while environmental and pollution issues 
had created differences between business and government in Japan! the 
diminished influence of zaikai or the big business community was in some 
ways a temporary phenomenon. Japan's eventual success in coping with its 
environmental crisis” had partly resulted from the vigorous response of the 
administration, and this response had been facilitated by a relative 
weakening of influence on the part of organised business, particularly the 
representatives of intermediate manufacturing sectors. After a few years, 
however, this influence had been restored, at least with regard to the 
offshore transfer of chemicals-related production from Japan, and this may 
perhaps have been the result of the economic crisis after 1973 
overshadowing environmental problems, and perhaps also the consequence 
of some progress in the fight against pollution. 

Notwithstanding this, between 1971 and 1976 a window had been 
created, within which Japanese overseas chemicals investment had been 
encouraged by the administration, and not discouraged by the unfavourable 
attitude of organised business. In European countries the importance of this 
five-year period is reflected in the volume of new projects which were 
undertaken, and their relative decline in numbers and value during the late 
1970s. In Europe this period happened to coincide with the emergence of 
Japanese manufacturing foreign direct investment (JMFDI) in various 
sectors as a new phenomenon, and therefore the limits of the penod there 
are less precise. But in the United States JMFDI had begun to expand after 
1966, permitting a clearer analysis of both the singularity of the period 
1971-76 and the significance of the chemicals investment then undertaken. 


IV 
CHEMICALS PROJECTS IN NORTH AMERICA 


Some definition of the chemicals sector or chemical-related production is 
necessary before specific cases in individual countries can be discussed. 
According to the Organisation for Economic Co-operation and Development 
(OECD) a standard trade classification for chemicals includes all basic 
petrochemicals, chemicals, dyeing materials, pharmaceuticals, cosmetics, 
fertilisers and plastics products, together with other related items such as 
synthetic rubber, synthetic fibre and photographic film." 

Although pollution as a consequence of industrial activity tends to be 
associated with chemicals-related production, there are other sectors which 
contain polluting industries, and these are also represented in JMFDI 
projects. Japan’s first large manufacturing investment in the United States 
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involved the establishment of a pulp mill in Alaska in 1958," and pulp and 
paper production are recognised as a polluting industry which requires 
special sites and large volumes of raw materials. Similarly, aluminium 
production is environmentally unattractive, and in one proposed joint 
venture in the early 1970s Japanese interests were successfully opposed by 
pressure groups in Oregon which eventually forced them to relocate their 
plant in Australia." 

Chemicals-related activities were slow in emerging as a significant 
component of Japanese manufacturing in the United States (see Table 1). 
This may again be due to the conservatism of a less competitive sector, 
although it also emerged despite the fact that the bulk of early Japanese 
manufacturing projects in the United States involved industrial, rather than 
consumer products. Indeed, before 1971, 14 out of 15 JMFDI projects in the 
United States were concerned with industrial products, whereas in the 
period 1971—75 the corresponding fraction had declined somewhat to 38 out 
of 53 cases.” 

The value of chemicals-sector investments by Japanese manufacturers in 
the United States grew considerably between 1973 and 1976, although the 
expansion of the sector's contribution to the total for all Japanese 
manufacturing is somewhat reduced by the prominence of a $200m paper 
and pulp investment by Jujo in Washington state in 1976, and the Sony and 
Matsushita television plants established in the early 1970s for a joint total 
of $127m. To explain the growth of investment in a sector that is not 
principally concerned with developing natural resources or avoiding trade 
restrictions, therefore, it is necessary to recognise that between 1970 and 
1974 domestic labour costs in Japan began to exceed equivalent totals for 
US industry in two sectors, foodstuffs and chemicals.” This being so, the 
higher productivity of US labour in chemicals would account in part for the 
rapid growth of this type of direct investment after 1972. 

The widespread use of the acquisition technique, which witnessed take- 
overs of US-owned facilities by Shin-Etsu, Dainippon, Sekisui, Asahipen 
and Denki Kagaku Kogyo chemicals companies in the 1970s," further 
suggested an uncharacteristic urgency on the part of Japanese firms 
investing in this sector, given that greenfield projects have usually been 
favoured in foreign and domestic expansions.” In the acquisition of existing 
US chemicals plants, nevertheless, there are advantages in the inheritance of 
existing sales networks and labour forces, as well asthe avoidance of higher 
profile greenfield investment in environmentally less-attractive projects. 

In the case of chemicals investment in the US, however, the importance 
of market access was to encourage a continuation of the rapid expansion of 
Japanese involvement in the late 1970s, despite the slowing down of the 
growth of cumulative investment by the Japanese chemicals industry at this 
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TABLE 1! 


CUMULATIVE GROWTH OF JAPANESE CHEMICALS-RELATED 
INVESTMENT IN THE US (1970—76) 





JMFDI Projects ın the US Japanese Chemicals Projects in the US 
Year Number Value Number Value Proportion 
1970 12 $80 75m. 1 $3 82m 4.73% 
197] 15 $84 55m 2 $5 82m 6 88% 
1972 20 $141 40m 2 $5.82m. 4.12% 
1973 36 $164 91m 5 $12.04m 730% 
1974 46 $272 llm 8 $24.84m. 9 13% 
1975 53 $301 04m. 12 $44.27m. 1471% 
1976 60 $524 69m 16 $56 92m 10.85% 


Source Calculated from Oriental Economist (June 1977). 


TABLE 2 


CUMULATIVE VALUE OF JAPANESE CHEMICALS-RELATED 
INVESTMENT IN SELECTED REGIONS 


Region Year All Sectors Chemicals Proportion 
Europe 1968 $11m. $lm 9 09% 
1976 $255m $54m 21 08% 
1980 $683m. $96m 14 06% 
United States 1968 $122m. $2m 1 64% 
1976 $832m $46m 5 53% 
1980 $2030m $230m 11.33% 
World 1968 $493m $16m 3.24% 
1976 $5164m $887m 17.18% 
1980 $10867m. $2312m. 21.28% 





Source: Calculated from figures given by S. Selaguchi, ‘Japanese Direct Investment 1n Europe’, 
ın L Tsoukalis and M White (eds.), Japan and Western Europe (London, 1982). 


time in other parts of the world (see Table 2). In Europe, evidence of an 
expansion of chemicals-related investment in the early 1970s had become 
noticeable, but with a clearer decline in interest later in the decade. Bearing 
in mind that a great deal of Japanese chemicals-related foreign direct 
investment was destined for developing countries with lower labour costs 
and less strict environmental controls,” the parallels between trends in 
Europe and the world as a whole at this time may be significant. Indeed, 
they may have underlined the reduced significance of market considerations 
outside North America, and pointed to a greater dependence, for offshore 
investment, upon the prospects of domestic chemicals production in Japan. 
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V 
EARLY JAPANESE INVESTMENT IN EUROPE THE CASE OF IRELAND 


According to figures appearing in the first survey of Japanese 
manufacturing companies in Europe, compiled by the Japan External Trade 
Organisation (JETRO) in September 1983," almost ten per cent of the dollar 
value of Japanese manufacturing investment in Europe in 1983 was 
attributable to projects in the Republic of Ireland. This was a 
proportionately high figure for such a small, underindustnalised country, 
and would have been even more noteworthy if comparable figures had been 
compiled five years earlier, before a decline in the number and value of new 
Japanese projects had become noticeable. Until 1980, indeed, the Republic 
of Ireland had more Japanese investment and a greater number of Japanese- 
owned factories than either France or Italy, and it will be seen that 
chemicals-related projects, often of a capital-intensive nature, were in the 
forefront of this development. ® 

The development of a chemicals industry in Ireland has been facilitated 
by the attractions of available sites, a relatively low-cost labour force, 
substantial incentives, and access to the European Community market. In 
the early 1970s the partial relocation of Japan's chemicals industry was 
undertaken for a number of reasons, not least of which was the search for 
suitable sites. Acquisition of land has been easier in Ireland than other West 
European countries," and in the initial period of investment by Japanese 
firms this may have presented, along with the grants available, a 
considerable inducement. 

Chemicals-related investment in Ireland by Japanese firms first became 
significant at the end of 1973 with plans by the Asahi Chemical company to 
produce synthetic fibres in a $66m plant." Further investment in a spinning 
facility on an adjacent site” in the following year meant that Asahi's two 
projects on the Atlantic coast of Ireland accounted for almost 40 per cent 
(I£48m) of the total value (I£125m) of JMFDI in Ireland by 1981 (see Table 
3),* despite the recession in the synthetic fibre industry when production 
began in 1977," and retrenchment by Japanese offshore fibre producers.” 
Environmental criticism of Japanese investment in Ireland first appeared as 
a result of the Asahi fibre project, for which a basic raw material, 
acrylonitrile, was recognised to be both poisonous and explosive,” while 
toxic vinyl cyanide was also detected in the effluent from the plants.” 

Plans for the production of manganese dioxide in Ireland emerged after 
1973 and involved the Mitsui Mining and Smelting Company (Mitsui 
Kinzoku Kogyo); while the proposed opening of another electrolytic 
smelting plant, for electrolytic copper foil, was announced by Nihon Denkai 
in 1978.*' As well as providing a base for exports to the European market, 


THE ENVIRONMENTAL CRISIS IN JAPAN 103 


TABLE 3 


FOREIGN MANUFACTURING IN THE REPUBLIC OF IRELAND UP TO 1977 
BY COUNTRY OF ORIGIN 





Country Projects Value Average Value 
United States 215 £305.0m £1 42m. 
United Kingdom 173 £93 Im £0 54m. 
West Germany 99 £55 8m. £0 56m 
Netberlands 37 £24.2m. £0.65m 
Japan 9 £79.3m £8 81m 
Others 108 £7].4m. £0.66m 
Total 641 £628 8m. £0 98m 


Source’ Figures compiled from Industnal Development Authority, Overseas Companies in 
Ireland (Dublin, 1979), ated in D.C Perrons, ‘The Role of Ireland in the New 


these investments were said to move towards eliminating ‘the pollution 
costs of smelting’ in Japan.” Furthermore, the oligopolistic nature of the 
Japanese chemicals industry was revealed by the contemporary decisions of 
both Mitsui Kinzoku Kogyo and the Tekkosha company to produce 
manganese dioxide in Ireland and Greece respectively.” 

In their Japanese operations, more than one of the investing firms had a 
legacy of public health and pollution problems, with Mitsui Mining & 
Smelting convicted for the release of cadmium waste," and, outside the 
chemicals sector, the Morinaga Milk Industry Company responsible for the 
addition of arsenic to powdered milk.” Although the minority participation 
in Donegal Dairy Products in July 1971 failed to reveal any hazardous 
operational consequences, the timing of the investment, and that of 
Morinaga's other joint venture with a West German firm in 1972, may well 
have been influenced by the environmental debate then under way in Japan. 
The chemicals sector was at the centre of this, but there were implications 
for other sectors, and in many cases the result was a foreign manufacturing 
venture outside Japan. 

Whereas market-related projects tended to gravitate toward developed 
countries, use of developing countries as production platforms for energy- 
intensive or pollution-intensive manufacturing was also made, often with 
Japan as the intended market. This production-platform type of investment 
was to appear in Europe in the early 1970s, as will be seen, but despite its 
attractions for the Japanese chemicals sector, Ireland was not among the 
countries involved significantly with this type of venture. 
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VI 
THE UNITED KINGDOM EXPERIENCE 


By the mid-1970s, four Japanese chemicals projects had begun to establish 
themselves in the UK, with the first, Takiron, producing Polyvinylchloride 
(PVC) sheeting in Wales. In an interview in 1973, the President of Takiron 
looked forward to a time ‘when goods produced in Europe with Japanese 
capital will be imported by Japan’,* and indeed the proposed 6,000-ton 
capacity Welsh plant could produce over twice the prevailing level of 
Takiron PVC exports to Europe, as well as fully 70 per cent of the existing 
total for UK domestic production.” Scope for an export drive existed 
therefore, and a 50—60 per cent export level was reached a few years after 
production began.” 

Import substitution, of a more indirect kind, was also a feature of the 
second Japanese chemicals-related project in the UK, which, like Takiron, 
was to choose a location in Wales. Sekisui's production of polyethylene 
foam in Merthyr Tydfil permitted a redirection of exports from its Sekisui 
Alveo plant,” one of three established by the Sekisui group in the 
Netherlands during the period 1973—74. This marked an intensification of 
its production strategy for foamed polyethylene, as did the acquisition of 
another plant to produce polyethylene, the company's fourth manufacturing 
venture in the Netherlands, in 1977. 

In the Ringwood Chemicals joint venture in Derbyshire, Hodogaya 
Chemical and Sumitomo Shoji began production of 3.4 dichloroaniline, 
used in the manufacture of herbicides, in 1975.9 This venture involved 
offshore production of a hazardous chemical, with two-thirds of the plant's 
output exported to Japan." The project incurred criticism from 
environmentalists after a health scare was associated with the complex of 
chemicals plants within which Ringwoods' operation was situated, less than 
a year after production began in November 1975.9? In terms of Japan's total 
imports of herbicides for the two-year period after production commenced, 
the United Kingdom figured prominently as an exporter (see Table 4), 
although its percentage contribution was to decline in subsequent years. 
Nevertheless, despite a healthy market for agricultural chemicals such as 
herbicides and insecticides in Japan, the Ringwood partnership was 
dissolved less than five years after inception. 

Shortly after the dissolution of the Ringwood joint venture, a plan to 
produce lead-acid batteries in South Wales, not far from the Takiron and 
Sekisui plants, was announced by the Yuasa company. Some lead-acid 
battery production has been linked with cases of lead poisoning, and there 
has been some potential environmental hazard associated with this type of 
manufacturing.* Indeed, General Motors in Canada, among other firms, has 


THE ENVIRONMENTAL CRISIS IN JAPAN 105 





TABLE 4 
JAPANESE HERBICIDE IMPORTS FROM THE UK AND THE REST OF WORLD, 
1976—78 
Year World UK UK% 
1976 $5 48m. $2.44m 44 48% 
1977 $7 15m $2.52m 35.26% 
1978 (Jan.-June) $6.40m. $1.47m. 23 06% 





Source. Calculated from British Market Council Japan Chemicals Sub-Committee, Japan as а 
Market for the British Chemical Industry (Tokyo, Feb. 1979), pp.24, 33. 


not permitted women of child-bearing age to work in its lead-acid battery 
plant.* 

PVC production can also involve some health risk for operatives,“ 
although the more hazardous manufacture of vinyl chloride monomer is an 
‘upstream’ activity not undertaken by Takiron in Wales. This monomer has, 
however, been produced in a Japanese-owned factory in Portugal since the 
mid-1960s. Significantly, as one of the nine countries in western Europe 
which had received three or more Japanese chernicals-related investments 
by 1980, Portugal has featured as the destination for many of the very 
earliest Japanese manufacturing projects in the region, and can be seen to 
reveal a number of their most noteworthy characteristics. 


VII 
CHEMICALS-RELATED INVESTMENTS IN CONTINENTAL EUROPE 


Production of PVC monorner in Portugal had taken place since 1962, and 
from 1968 to 1972 three acrylic fibre projects were also established on 
Portuguese soil. By 1983, Portugal was distinguished by the high proportion 
of JMFDI by value (almost 80 per cent) which was chemicals-related, the 
presence of three synthetic fibre plants, and a slight degree of labour 
intensity in these types of manufacturing venture. In neighbouring Spain, 
however, although four chemicals-related investments were recorded in the 
1970s, these were overshadowed by sizeable steel, electronics and motor 
vehicle projects, which were established by Japanese manufacturers during 
the same period. 

Unlike Portugal, Spain, or indeed Ireland, both Italy and France received 
relatively few Japanese manufacturing projects in the period 1972-76, 
although in France's case a rapid increase in Japanese manufacturing in a 
wide range of sectors after 1984 has resulted in many more chemicals- 
related 1nvestments during the last decade. The feedstuff additive lysine has 
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been produced by Ajinomoto in Picardy since 1976,“ with adhesives, 
pharmaceuticals, plastics and printing ink ventures following later in the 
same decade." These two latter investments, made by Dainippon Ink to 
produce plastic packaging and printing ink in separate facilities, together 
provide one of a number of examples of multiple investments in one or 
more European country by the early Japanese chemicals-related investor 
(see Table 5). In so doing they tend to highlight the small number of 
Japanese firms active in the early stages of this process. 


TABLE 5 


MULTIPLE INVESTMENTS BY EARLY JAPANESE CHEMICALS-RELATED 
FIRMS IN EUROPE 


Company UK FR WG IT ND IR SP 





Source’ Calculated from JETRO, Japanese Manufacturing Companies in Europe (Tokyo, Sept 
1983), pp.194—225. 


Italy, like France, saw the establishment of ventures by Japan’s largest 
cosmetics firm, Shiseido, in the early period of Japanese investment in 
Europe. Three ventures in the period 1973-75 also saw minority 
participation investments by Japanese manufacturers in Italy, with another 
Sekisui PVC plant, a synthetic leather and suede plant, and an interest in the 
insecticide firm Fumakilla* being established during this period.® 

Together with the Republic of Ireland, countries such as Italy and 
Portugal may have presented fewer obstacles to entry for prospective 
Japanese chemicals-related manufacturing subsidiaries during the early 
1970s. Belgium and the Netherlands, for their part, may have offered a more 
central location, and greater access to petrochemical resources, with the 
consequence that Japanese manufacturers were to establish themselves 
there in proportions greater than either the size of the Benelux economies, 
or bilateral trade, would suggest.” Of the eight Japanese plants established 
in the Netherlands between 1973 and 1977, six were chemicals projects, 
with five engaged in plastics production. These had a very high capital to 
labour ratio, as did the contemporary Kaneka and Nitto investments, which 
both began producing plastics products in Belgium in 1974. 
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Japanese subsidiaries operating in Belgium and West Germany in the 
early 1980s had commented upon the high pollution control costs which 
were mandatory in those countries,” although in West Germany there were 
factors other than operating costs which had come to restrict the scale of 
chemicals-related investment. Limitations on the entry of Japanese firms 
other than those engaged in technology-intensive or high value-added 
production had been mentioned,” and this selectivity had resulted in the 
small number and scale of Japanese chemicals plants established before 
1980 in West Germany, as it then was. 


TABLE 6 
GROWTH OF NEW JAPANESE MANUFACTURING SUBSIDIARIES IN EUROPE, 

1969-82 
Year All Projects Chemicals % Chemicals 
1969 1 0 096 
1970 6 2 33.3% 
1971 4 0 0% 
1972 10 2 20 0% 
1973 12 7 583% 
1974 21 7 33.3% 
1975 9 2 222% 
1976 12 3 25 0% 
1977 6 3 50 0% 
1978 7 3 42 8% 
1979 10 3 30.0% 
1980 12 l 8.3% 
1981 14 2 14.3% 
1982 13 2 15.4% 


Source. Calculated from JETRO, Japanese Manufacturing Companies in Europe (Tokyo, Sept. 
1983), pp.194—225 


УШ 
CONCLUSION. JAPANESE CHEMICALS INVESTMENT IN EUROPE 


A number of developments began to influence the performance of the 
Japanese chemicals industry during the late 1970s. In developing countries 
attempts were made to initiate domestic projects in a drive towards greater 
self-sufficiency, while the demand for Japanese chemicals products was 
further depressed by a worldwide recession in the heavy and chemicals 
sectors.” Operational factors connected with the emergence of chemicals- 
related Japanese manufacturing also affected the patterns of domestic 
production and foreign investment in this sector. 

Financial costs were found to be particularly burdensome for capital- 
intensive projects,“ while experience of operation demonstrated that 


108 BUSINESS HISTORY 


Japanese chemicals subsidiaries in Europe and the United States were 
generally less profitable than subsidiaries in other sectors.” Consequently, 
many of the projections made during the structural policy debate in the early 
1970s were overtaken by events, with the result that by 1980 the scale of 
Japanese chemicals investment overseas was less than had been earlier 
predicted. 

In one JERC report, for example, projections for both 1980 and 1985 
envisaged over a quarter of Japanese foreign manufacturing investment in 
the chemicals sector," whereas by 1980 the actual figure attained was only 
slightly more than one-fifth of the total," and in a subsequent report, in 
1982, less than 19 per cent of JMFDI by value was chemicals-related.” This 
relative decline in growth was also paralleled in Japan by a change in the 
trade balance for chemicals products during the late 1970s. The value of 
chemicals imports to Japan grew faster than the total for chemicals exports 
from Japan in the final years of the decade, and the large-scale purchasing 
of hazardous-to-produce commodities, such as vinyl chloride monomer and 
acrylonitrile” was a conspicuous feature of this period. 


TABLE 7 


ESTIMATES OF DIRECT EXPORTS OF JAPANESE PARENT FIRMS AS A PERCENT- 
AGE OF THE SALES OF OVERSEAS SUBSIDIARIES, 1974-78 


Sector 1974 1978 

Chemicals and Pharmaceuticals 446 9% 268 2% 
Electrical and Electronics 363 4% 400.6% 
Total Manufactunng 486 1% 311.0% 





Source. JM Stopford, J.H Dunning and К О Habench, The World Directory of Multinational 
Enterprise (London, 1980), pp xxxiii. 


For almost all sectors of Japanese industry between the years 1974 and 
1978 the direct exports of parent firms declined as a percentage of the sales 
of overseas subsidiaries, and in this the chemicals sector provided no 
exception (see Table 7). A report on the worldwide activities of 
multinational enterprises from developed countries? has indicated that the 
ratio of direct exports to subsidiaries' sales fell from 486.1 per cent to 311.0 
per cent for all sectors of Japanese industry between the years 1974 and 
1978, with similar and dissimilar trends from, respectively, the chemicals 
and consumer electronics sectors. 

These figures suggest that the competitiveness of exports from Japan in 
a number of sectors has declined relative to the competitiveness of overseas 
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subsidiaries operating in the same sector, and that overall a limited shift of 
production overseas, with consequent export substitution, had taken place. 
For consumer electronics, however, another trend is suggested, and where 
Japanese direct investment as a whole comes to be identified with this 
sector, as occasionally happens in the UK, it is not difficult to visualise 
JMFDI as a response to local tariff or non-tariff barriers with the objective 
of securing export markets, especially when the relative contribution of 
exports appears to be increasing faster than the sales volume of overseas 
subsidiaries during a given period. 

Although Japanese chemicals projects can often be shown to be market- 
related, with either local, international or Japanese customers as their 
principal targets, it would be difficult to suggest that this type of foreign 
manufacturing investment forms part of a strategy to increase exports of 
home-produced chemicals from Japan. In fact, the export-to-sales ratio of 
the Japanese chemicals sector is particularly low, and remains the lowest 
recorded in a sample survey of 343 Japanese firms in eight industrial sectors 
(see Table 8). 

With regard to employment, Japanese chemicals subsidiaries also began 
with a relatively low proportion of jobs in overseas operations, compared 
with the total for domestic plants, although in the crucial years 1971—74 this 
became less valid as employment in Japanese chemicals subsidiaries 
overseas grew faster than those in any other sector, with the exception of 
metals (see Table 9)." Not surprisingly also, the capital-labour ratio for 
foreign subsidiaries of firms in this industry was the highest for all Japanese 
industrial sectors, both in 1971 and 1974, and also showed the highest rate 
of increase, doubling from $35,200 to $72,100 per person in this three-year 
period." 


TABLE 8 


EXPORT TO SALES RATIO OF A SAMPLE OF JAPANESE INVESTING 
PARENT FIRMS (1972) 


Industrial Sector Average Export-to-Sales Ratio 
Textiles 17 4% 
Chemicals 8 89b 
Metals 144% 
Electrical Machinery 15 896 
General Machinery 12 2% 
Transpoort Equipment 23 0% 
Machine Tools 28 196 
Food and Miscellaneous 11 796 
Unweighted Average 164% 


Source’ Y Tsurumi, The Japanese are Coming: A Multinanonal Interacnon of Firms and 
Politics (Cambndge, MA, 1976), p 80. 
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TABLE 9 
INCREASES IN EMPLOYMENT GENERATED BY JMFDI IN SELECTED SECTORS, 
1971-74 
197] 1974 1985 1971—74 1974-85 
Sector Projected 9% Change % Change 
Chemicals 2,155 8,798 124,067 408% 1,410% 
Metals 8,559 55,528 394,450 649% 710% 
Electrical Machinery 33,664 70,879 317,880 211% 448% 
All Manufacturing 114,254 313,693 1,405,191 274% 448% 





Source: JERC, Future of Labour Problems (Tokyo, Feb. 1977,) mentioned in S. Sekaguchi, 
Japanese Foreign Direct Investment (London, 1979) p.86. 


TABLE 10 


MOTIVATING FACTORS BEHIND JAPANESE CHEMICALS-RELATED 
INVESTMENT IN EUROPE 





Increasing European Sales 32& 
Defending Market Share 2096 
Exporting to Third Markets 15% 
Labour-Cost Saving 10% 
Profitable Production 9% 
Easy Transplantation of Processing 4% 
Improved Access to Materials 4% 





Source’ M D. Beresford, ‘Joining Battle With Japan’, Managemen: Today (Oct 1981) p 64. 


Changing patterns were also evident in the motives for overseas 
investment projects in the chemicals sector. Access to cheaper and more 
easily available raw materials in Europe provided one incentive for 
Japanese chemicals firms to invest in production, while investment in 
Europe and North America for the purpose of product development? was to 
continue to grow in importance. Nevertheless, the importance of markets is 
also apparent in the results of a Japanese survey which investigated motives 
for the initiation of chemicals-related projects in Europe, and came to 
emphasise market- rather than production-related factors (see Table 10). 

If Japanese chemicals-related investment in developing countries is 
assumed to be consistently less market-related than similar productive 
activities in the leading industrial nations, and increasingly so due to their 
policies of promoting self-sufficiency, then the growing importance of 
developed markets for chemicals products in North America and Europe 
can be recognised as an opposed trend. The significant worldwide 
expansion of Japanese chemicals investment in the early 1970s cannot be 
strongly identified with local markets, although evidently this later became 
the case in North America, and accounts for the continued buoyancy of new 
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chemicals-related projects in that region after 1976. In Europe, however, the 
local market factor was to be less compelling, with the result that new 
investment from Japan in chemicals-related projects was to decline 
sometime after the mid-1970s, with investment from the more 
internationally competitive sectors of Japanese industry, such as electronics 
and transport equipment, achieving greater prominence.” 

By way of conclusion, therefore, a number of points can be made 
concerning the development of manufacturing investment in Europe by the 
Japanese chemicals industry, and related sectors of Japanese international 
business. Firstly, figures suggest that by 1983 as much as 23.6 per cent of 
JMFDI in Europe was chemicals-related, with more than 27 per cent of 
projects by number, representing a significant fraction of total direct 
investment from this source." Secondly, the early growth of Japanese 
chemicals-related investment in Europe, which coincided with the early 
growth of Japanese manufacturing as a whole, can be identified with an 
environmental crisis in Japan which promoted significant changes in the 
evolution of the business-government relationship. Thirdly, as a result of a 
change in attitudes on the part of big business in Japan during the mid- 
1970s, the partial transfer of the Japanese chemicals industry to offshore 
locations was discouraged except where marketing opportunities or 
operating conditions were found to be particularly favourable. Fourthly, and 
reinforcing the attitude of representative business organisations in Japan 
around 1974—75, many European countries favoured by the emergence of 
large-scale Japanese chemicals-related projects were to introduce general 
laws on environmental protection. France, Greece, Ireland and Portugal all 
implemented this kind of legislation in the same year of 1976,” and this may 
in turn have contributed to the subsequent decline in the volume of new 
investment in this sector. 


TABLE 11 


JAPANESE CHEMICALS-RELATED INVESTMENT AS A PROPORTION OF TOTAL 
INVESTMENT IN EUROPE, 1983 AND 1994 


1983 Ф 1994 % 

All Sectors 

Total Projects 157 728 

Total Investment $567.3m $9,933.2m 

Total Employment 40,704 173,057 
Che mucals-Related 

Total Projects 43 27 38 179 24 59 

Total Investment $134.0m 23 62 $1,721.6m 17 33 

Total Employment 5,267 12 94 25,887 14 96 


Source. Calculated from JETRO, Japanese Manufacturing Companies in Europe (Tokyo, Sept. 
1983), and JETRO, 10th Survey of European Operations of Japanese Companies in the 
Manufacturing Sector (Tokyo, Oct 1994) 
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The environmental crisis in Japan after 1965 was to promote overseas 
investment by firms in the chemicals sector, as well as by firms in other 
sectors which were perceived as being environmentally unattractive 
manufacturers. This led to significant chemicals-related investment in other 
regions of the world, both developed and under-developed. All this took 
place before a slowing-down in the generation of new projects after 1975 
was occasioned by changing attitudes on the part of Japanese big business 
to the movement offshore of heavy and chemicals industry. As a 
consequence, a great deal of the early Japanese manufacturing investment 
in Europe, and a significant amount extant today, has originated in the 
internationally less-competitive sectors of Japanese industry, undermining 
somewhat the popular identification of Japanese manufacturing in Europe 
and North America with the world-wide expansion of Japan’s most 
successful and well-known companies. 
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PAMELA SAMBROOK, Country House Brewing in England: 1500—1900 (London. 
Hambledon Press, 1996. Pp.xu + 311, 112 Шив. H/back ISBN 1 85285 129 9, £25). 


Pamela Sambrook 1s well qualified, both academically and practically, for the task she 
undertakes. Previously, she has written a doctoral thesis on the finances of the earls of 
Lichfield in the nineteenth century, and, as one of the first farm museum curators, she 
restored the brewhouse at Shugborough, their Staffordshire house, to working order. 
In this book she writes about the practice of country house brewing 1n England across 
four centuries. 

It is a more important subject than at first sight seems apparent because it 
illuminates a number of interesung themes. First, quantities brewed were quite large: 
some of the biggest households were brewing in excess of 300 barrels a year (about a 
third of the output of a small commercial brewery in the early nineteenth century). 
Secondly, Dr Sambrook shows how the technology of large-scale domestic brewing 
hardly changed across the centuries and how commercial ethics were by and large 
ignored. Thirdly, she has a good deal to say more generally about the role of servants, 
their food and payments. 

Her matenal is well teased out from some two dozen estate archive deposits and the 
17 examples of surviving country house brewhouses she includes. There are two long 
chapters, the heart of the book, which discuss brewhouses and their equipment and the 
methods employed in brewing beer. Inevitably, given this approach, there is some 
repetition, but in them she makes a substantial contribution to our knowledge of 
domestic brewing, relating her material carefully to innumerable contemporary guides 
on brewing beer and the recent academic literature on brewing generally. Her technical 
knowledge is impressive, and although she deals only with the top end of domestic 
brewing, her findings throw light on a universal occupation since it was everywhere 
practised in the countryside and (albeit more commercially) in tens of thousands of 
taverns, inns and brewhouses across England. Her penultimate chapter on ‘Beer 
Drinking’ reminds us of the central role of beer in people’s lives before the 1880s. The 
quantities drunk were prodigious. At Calke Abbey in 1834, 1n the peak month of July, 
over 600 pints of small beer were consumed a day. The servants’ halls and back-door 
lobbies of most country houses seem to have been awash with beer. "Tipsiness' was a 
way of life for the pre-Victorian servant, male and female alike. Only after the 1870s 
did country house brewing go into sharp decline, forced along by the temperance 
movement, the impact of Gladstone's Beer Duty of 1880, and growing financial 
pressures on the landed classes. 

Why did the practice of country house brewing continue for so long? Certainly, the 
beer they produced was not a superior product. Commercial brewers after the late 
eighteenth century were universal in condemning it. The chief problem seems to have 
been that practitioners, ranging from butlers to general labourers, were seldom well 
trained They relied on out-dated practices and equipment, their water supplies were 
often poor, their knowledge frequently shaky. Dr Sambrook suggests country house 
brewing continued for so long because it produced a combination of beers which no 
commercial brewer could have afforded to undertake. Basically three beers were 
produced. very strong matured ales for the family and upper servants, a lighter beer for 
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summer drinking and huge quantities of small and table beer (both superior to those 
produced by common brewers) which servants drank as a quencher before tea dnnking 
became universal. Moreover, the cost of domestic brewing was possibly cheaper — Dr 
Sambrook has little to say about this — because domestic brewers were better placed to 
evade malt and beer duties before the late nineteenth century. Excise officers did not 
haunt their brewhouses as they did those of malsters and common brewers Above all, 
large-scale domestic brewing maintained old traditions and proclaimed aristocratic 
status and well-being. The nonagenarian second Viscount Wood in the 1930s 
attributed his longevity to the fact that he had always afforded the luxury of home- 
brewed beer at Hickleton. 

Dr Sambrook has produced a well-researched book which adds appreciably to our 
knowledge of country house life and domestic brewing across four centunes. 
Inevitably her matertal largely related to the post-1700 period; she might have looked 
at insurance records and more architectural plans of service wings and domestic 
quarters to extend her range of examples. But her knowledge of domestic brewing in 
unrivalled. 


University of East Anglia RG WILSON 


KENNETH BROWN, The British Toy Business: A History Since 1700 (London: 
Hambledon Press, 1996. Рр.хі + 278; illus.; tables. H/back ISBN 1 85285 136 8, £25). 


Kenneth Brown's informative history of the toy industry illuminates with skill, and а 
sense of fun, a sector of the Britsh economy neglected by business historians. This 
neglect 18 partly explained by the nature of the activity itself, since until the rapid 
commercialisation of toy making in the twentieth century generations of children 
relied predominantly upon homemade playthings of varying degrees of ingenuity and 
sophistication. Moreover, the relatively small-scale nature and high failure rate of 
firms involved in toy making combined to limit the volume of archival material 
available to historians. Brown's careful investigation of a wide range of printed and 
other sources has enabled him to construct a detailed history of an industry which by 
the 1990s serviced a domestic market with an annual turnover of about a billion 
pounds and exports totalling many millions. 

As Brown points out, toy making is a specialised branch of engineering, and its 
development from the eighteenth century resonates strongly with the period of 
industrialisation. However, the toys of the 1750s were essentially trinkets for adult use, 
though Josiah Wedgwood, for example, produced miniature figurines as playthings 
intended specifically for children. The emergence of a consumer market in the 
nineteenth century, which was based upon changing perceptions of childhood as well 
as demographic and financial considerations, promoted the growth of a embryonic toy 
manufacturing industry. This is reflected in the appearance of a toy trade press towards 
the close of Queen Victoria's reign. The import restnctions of the First World War 
gave a further boost to the domestic industry so that by 1918 more than one-third of 
total production was in the form of dolls and light metal goods, two areas which 
formerly had been dominated by German producers. 

The Bnriüsh toy industry reached its peak during the middle six decades of the 
twentieth century. At the end of the 1970s domestic sales and exports fell away 
bringing the collapse of a number of firms, including Meccano, perhaps the best 
known of the remaining British manufacturers. As Brown notes, 'In the space of just 
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over three years the heart had been torn out of British toy manufacturing’. The industry 
became vulnerable to takeover by multinationals and in the process returned to the 
situation prevalent at the start of the century when the market was subject to a high 
level of import penetration. 

The toy industry has particular significance in terms of the nature and processes of 
cultural transformation. It may be, for example, that the electronic games of the 1980s 
and the creation of new super-heroes will come to be regarded as a significant turning 
point in this respect. Brown touches upon these issues, but his principal concerns are 
economic ratber than social or cultural. Similarly, although matters of class and gender 
are raised, their implications in terms of market trends and cultural stereotyping might 
have been explored 1n more detall. However, these are small quibbles in what is an 
important and stimulating history of a business sector traditionally dominated by small 
firms. 


De Montfort University DAVID THOMS 


MARY B. ROSE (ed), The Lancashire Cotton Industry: A History Since 1700 
(Preston: Lancashire County Books, 1996. Pp.xi + 404; illus.; tables; maps. H/back 
ISBN 1 871236 38 X, £24.95; p/back ISBN 1 871236 39 8, £14.95). 


The dramatic rise and attenuated decay of Lancashire's cotton industry generated not 
only textiles 1n unimaginable quantities and varieties but also shelfloads of books 
ranging from early parliamentary inquiries to outstanding examples of contemporary 
scholarship. For the historian or student seeking to understand this industry's long 
trajectory, that mass of research represents a daunting challenge, for only after 
absorbing the first two dozen appetizers could one appreciate the scale and complexity 
of the full-course meal. Now Mary Rose and her collaborators have transformed that 
overwhelming banquet into a species of scholarly nouvelle cuisine — 12 1ncisive, tasty 
analyses that both summarise and criticise an immense body of research. Given its 
scope and quality, this extraordinary volume should head future reading lists, with 
‘Start Herel’ heavily underscored. 

The work opens with its editor’s introduction, reprising Lancashire’s pre-industnal 
textile regions and the emergence of the factory system, then moves through seven 
thematic sections treating aspects of the nineteenth-century cotton industry, and closes 
with four chapters that engage emerging crisis and decay. In all cases, authors utilise 
a wide array of primary sources and academic perspectives, enriching their texts with 
25 valuable tabulations and many evocative illustranons (147 plates). Throughout, 
they provide timely cross-references to their colleagues’ essays, helping readers to 
draw chronological and thematic connections. As a whole, the chapters emphasise 
Lancashire’s diversity in products, work environments, strategies for growth and ın 
crisis, local politics and social relanons. As well, while recognising the regional 
industry’s dependence on export trade, particularly to India, the closing authors concur 
In rejecting William Lazonick's notion that vertically integrated mergers represented a 
Crucial ‘path not taken’ which might have altered the course of decline. 

Though extensive discussion is not feasible, key features of the chapters are worth 
mentioning. Geoffrey Timmins’ assessment of early technological change is lucid and 
buttressed by wonderfully accessible explanations of his machinery illustrations As 
ever, Stanley Chapman skilfully integrates institutions, culture and business practice 
to frame a portrait of merchants’ dominion over manufacturers. Michael Winstanley 
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offers a satisfying social history of the nineteenth-century workforce, from child 
labour and union formaton through community life and leisure at Blackpool. Sarah 
Levitt’s venture into the clothing sectors that Lancashire fed 15 a revelation, 
particularly for those whose interests end at the factory shipping dock. Mary 
Schoeser’s inquiry into design delights both empincally and conceptually, for she 
explores historical terminologies along with style profusion, design theft and the 
muddled quest for ‘ап English style’ (though exports meeting diverse colonial tastes 
animated the trade). David Jeremy ably presents a second-phase evaluation of 
technological development and transfer, truly global in scope, though his texts for 
plates lack Timmins’ explicatory detail. 

Chapters 9-1] largely address the decline debate, with Andrew Marrison, 
Marguerite Dupree and John Singleton each challenging the ‘entrepreneurial failure’ 
thesis in differing ways, treating respectively the mules versus rings argument, 
looming foreign competition and international politics (where Dupree provides a clear 
and concise review of Anglo-Indian tangles), and post-World War Two illusions of 
protectionism and enterprise consolidation. Near the close, Singleton neatly beards 
Lazonick's integratlon-as-salvation argument, pointing out mergers’ failure to defend 
the American textile base from global competition. The collection ends with an 
industrial archaeology guide to Lancashire which neatly tums the reader’s attention 
away from decay and toward historical memory and artefact. 

One might wish that the editor had taken a firmer stylistic hand with the subset of 
her contributors whose penchant for the passive voice (and its elision of agency) 
obstructs more direct argumentation. The glossary, which effectively presents 
technical textile terms, will not assist economically challenged readers who find the 
idea of ‘external economies’ opaque. These are minor matters. The Lancashire Cotton 
Industry is a signal achievement. There 1s something instructive here for every 
business historian, and given the modest paperback price, much to recommend 
assigning it to their students. This is a collection to read, savour and use. 


Rutgers University; Hagley Museum and Library PHILIP SCRANTON 


ANDREW RANDALL and ANDREW CHARLESWORTH (eds.), Markets, ii 
Culture and Popular Protest in Eighteenth-Century Britain and Ireland (Li 
Liverpool University Press, 1996. Pp x1 + 199. P/back ISBN 0 85323 700 X, £14. о 


The subject matter and many of the ideas present in this collection of essays have their 
Origin in E.P. Thompson's seminal article on "The Moral Economy of the English 
Crowd in the Exghteenth Century’. Published over a quarter of a century ago in Past 
& Present (Feb. 1971, pp.76—136), 1t altered the way that historians viewed 'mobs' 
and 'riots', brought about by dearth and high prices. These were not, Thompson 
suggested, simply ‘involuntary spasms’, or ‘rebellions of the belly’. They were well- 
disciplined protests, often using minimum force, which aspired to enforce just and 
customary food prices in situations where market forces, increasingly strong in the 
eighteenth century, dictated otherwise. Sometimes protesters had the tacit support of 
their social supporters All were joined together by a shared belief in the ‘moral’ 
economy as distinct from the ‘market’ economy. The former maintained the rights of 
those below to have, and the duty of those above to provide, a sufficiency of food, at 
a reasonable price, even in umes of shortage. It was a view that political economists 
such as Adam Smith likened to a belief in witchcraft. 
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This volume provided both a confirmation and extension of many of the ideas set 
out ш Thompson's original article. The essays on riots in Norwich, Bristol and Oxford 
are particularly 1lluminating ın the light they shed on the attitude of the authorities 
towards food problems. In Oxford and Bnstol they were careful to make sure, by 
intervening in the market place and by purchasing corn (1f necessary in international 
markets), that the likelihood of disturbances was minimised. How far the idea of the 
moral economy could permeate society is shown by the supportive attitudes of the 
‘middling sort’ of people in Norwich towards those agitating for lower food prices. 

Although high food prices were the main cause of popular protests, they could be 
ignited in other ways; for example, by increased taxes on a beverage such as cider 
which was widely consumed in certain areas. It is hard to see, though, how this really 
falls within the realm of moral economy. It cannot truly be said to conflict with market 
economies. Political economy disapproved of taxes which were costly to collect and 
raised a pittance. The swift repeal of the tax would have been as much welcomed by 
Adam Smith as it was by the rioters. The Jack-a-Lent riots against the establishment 
of turnpike roads in the Bristol area in 1749 are another matter. From the viewpoint of 
small producers, like the miners of Kingswood, these appeared not as great cost- 
reducing thoroughfares, but as involving the imposition of charges on what had been 
traditional rights of way. 

There is then a great deal of interest and value in this book. But the title 1s 
misleading. There is only one article on Ireland. Food riots of the English type were 
rare in Ireland although, as Roger Wells shows, they were not unknown. It is difficult, 
however, to accept his contention that there were a great many more, but that we do 
not know of them simply because of an absence of source material. In Ireland, 
manifestations of the moral economy were about access to, and exactions levied upon, 
land. And very effective they were, too. The tactics of the Whiteboys, and the other 
Secret Societies, were generally more brutal, more clandestine, and a good deal more 
successful in enforcing the moral economy than their English counterparts and their 
influence lasted much longer. Captain Moonlight continued to pay his nocturnal visits 
down to and even beyond the dawning of the twentieth century. 


The Queen's University of Belfast DAVID JOHNSON 


C. ASPIN, The First Industrial Society: 1750-1850 Lancashire (Preston. Carnegie 
Publishing, 1995. Pp.250, illus. ISBN 1 8536 016 5, £9.95). 


Chris Aspin 1s a well-known Lancashire journalist who has made a hobby of local 
history for over 30 years and produced a sequence of popular books. This work was 
first published by Helmshore Local History Society in 1969 and 1s now reproduced in 
a more professional format with good illustrations. Its main theme is the tyranny of the 
millowning class and the exploitation of the proletanat dunng the Industrial 
Revolution, with lots of lengthy quotations from local newspapers, government reports 
and political pamphlets of the period. The text is broken down into 49 short easy-to- 
read sections which Mr Aspin easily connects with his fluent wnting. 

Aspin's social history is in the best-selling tradition of J.L. and Barbara Hammond. 
It recounts the full horror of brutal capitalism as récorded, in graphic detail, by its most 
trenchant contemporary списѕ. There is no context, no long-term perspective, no 
explanation, no exoneration or mitigation from the setting or circumstances of the 
times. The factory masters are all risen from nothing, uneducated, hard and grasping; 
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the workers hungry, 11 paid, badly housed and bullied into submission. 

In the third section (‘New Ideas’) the text mentions model employers, and sketches 
the educational work of churches, Chartism, co-operation, the workers’ thirst for 
knowledge, and the temperance movement. A more original final section surveys 
‘New Pleasures’, including seaside holidays, railway excursions, pleasure gardens, 
music and sports Here again, Aspin displays an extensive knowledge of local sources 
and a good eye for a quotation, but he does not try to relate this early evidence of 
prosperity to his earlier selection of material. 


University of Nottingham SD CHAPMAN 


ANDREW CHARLESWORTH, DAVID GILBERT, ADRIAN RANDALL, 
HUMPHREY SOUTHALL and CHRIS WRIGLEY, An Atlas of Industrial Protest in 
Britain 1750—1990 (Basingstoke. Macmillan Press, 1996. Pp xvi + 225; maps. H/back 
ISBN 0 333 56599 1, £30; p/back ISBN 0 333 64074 8, £12.99). 


This book, the work of five main authors and four other contributors, has its origins 1n 
Charlesworth and Southall's contribution on labour protest and unionisation in J. 
Langton and J. Morris (eds.), Atlas of Industrializing Britain, 1780—1914 (1986) and 
Charlesworth's An Atlas of Rural Protest in Britain, 1548—1900 (1983). Twenty-five 
case studies and three essays on records and the geography of strikes are tied together 
by a short introduction and further introductory essays to each of the book's sections, 
1760—1850, 1850—1900, 1900-39 and 1940-90. The Atlas 1s less comprehensive than 
its predecessors and its selectivity and a failure to provide a checklist of disputes will 
reduce its value as a reference work. It ıs the intention that ıt be read either as a 
collection of self-contained accounts or as a novel account of industrial protest and an 
effort to reverse the apparent reluctance of labour histonans to think about the 
geography of their subject matter The book is constructed around a number of 
common themes and four geographical approaches are identfied, the diffusion of 
protest, degrees of involvement of different localities, the symbolic use of space, and 
the relationship between the local and regional or national. Particularly striking in this 
volume is the evidence for continuing regional influences and the significance of 
community in patterning the nature of protest. Section one 1s overly concerned with 
the responses of crafts and traditional workers to wage cuts and new machinery; whilst 
accounts of the 1768 London sailors' strike and the 1842 General Strike extend the 
coverage there are surprising omissions — for instance, the cotton mulespinners’ strikes 
and the raw disputes in the new industrial towns that would have readily lent 
themselves to the authors’ aims. Subsequent sections are more substantial Gilbert 
draws on improving statistics to provide a running geography of strikes and the 
sections are more varied in their content. That of 1850-1900 includes the engineering 
disputes of 1852 and 1897—98, the nine hours movement of 1871, the 1872—74 revolt 
of the field, the Bryant & May strike, the 1889 dock strike, the early May days, and 
the 1893 coal lock-out. By including the 1984—85 miners! strike the book concludes 
with a study that demonstrates coal's central part in a pattern of industrial, if. not 
regional protest, now largely past. However, it 1s the ‘local’ conflicts — Bryant & 
May's, the London dockers, the little Moscows and the 1936—37 Harcourt dispute — 
that demonstrate the edge that an awareness of space can bring to the study of protest 
The significance of the geographical approach 1s evident at a time when the study of 
regional business communites ıs becoming more popular The Atlas's principal 
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strength lies in the ideas that the cases will provide for those, particularly students, 
embarking upon research projects. 


Manchester Metropolitan University J.J MASON 


CHRIS WRIGLEY (ed), A History of British Industrial Relations, 1939-1979: 
Industrial Relations in a Declining Economy (Cheltenham: Edward Elgar, 1996. 
Pp.viii + 239. H/back ISBN 1 85287 892 5, £45). 


This collection of essays is effectively the third volume in a series that covers the 
period back to 1875, and it aims at an authoritative assessment of industrial relations 
from 1939 to the advent of Margaret Thatcher’s government. Like its precursors it is 
not a textbook, however, and such claims are too grandiose. Moreover, like the second 
volume, it would probably have benefited from a wider range of perspectives. Finally, 
the return to overt economic dynamism after the Depression, a huge increase in GNP, 
and the extension to industrial workers of mass consumerism all make it difficult to 
accept the utle’s vision of economic decline as the context in which the story of these 
years is to be set. 

After a very short introduction by Chns Wrigley and his essay on the wartime 
experience, the first half of the book offers a series of overviews of the post-war 
period: Patrick Maguire on the role of law and politics, Wrigley again on trade union 
development, Howard Gospel on management, Noel Whiteside on the impact of social 
welfare and David Gilbert on strikes. All are informative, but there is a good deal of 
duplication, especially on the Attlee government. The second half has case studies on 
the docks (Jim Phillips), the car industry (Dave Lyddon) and road haulage (Paul 
Smith), the last ending in apocalyptic fashion with lorry drivers handing out or 
refusing permits to carry essential goods around Britain. A mass of detail threatens to 
overwhelm the analysis in these case studies, and more and shorter might have been a 
better recipe Certainly one should have attempted to deal with an industry where 
unionisation was weak. 

At several points attention is drawn to this central contradiction of the book's 
approach, which takes trade unions as the whole focus of employee's interests. After 
1945 they can be seen almost as agents of control, especially when working with 
Labour governments, and Gilbert confirms that membership patterns remained 
extremely patchy in both industria] and geographical senses. Whiteside's avowedly 
exploratory piece on the linkage of industrial relations to social welfare and Phillips’ 
account of the dock workers are the most successful in locating the unions within a 
much wider and more varied working-class experience. 

The shadow of Tbatcherism is ever-present, and power is a central concept. 
Governments of all ideologies were active 1n 1ndustrial relations, and al] the authors agree 
that umons’ ability to negotiate effectively depended not on intrinsic strength but on a 
general commitment to full employment so strong that even Conservative governments 
with an ideological commitment to a managerial view of industrial relations were 
constrained, Owners and management are shadowy figures, essentially reactive and 
apparently with no plans of their own for transforming industrial performance. The right 
to manage seems to have been simply an obsession with control for its own sake: Ford’s 
image as a firm with a real vision 1s revealed as rhetonc by Lyddon, and if he gives 
Vauxhall credit for an effective strategy for dealing with unions and workers, there is no 
sign of long-term goals other than to keep the unions at arms length. 
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The book is, then, a good introduction to a topic still, as Wrigley himself says, 
barely out of its infancy, with extensive bibliographies and many virtues. Moreover, if 
it helps to stimulate a genuine textbook and a more multi-faceted treatment of 
industrial relations than is possible at the moment, it will have been well worth while. 


University of Leeds STEPHEN CAUNCE 


ROGER MIDDLETON, Government Versus the Market. The Growth of the Public 
Sector, Economic Management and British Economic Performance, c.1890-1979 
(Cheltenham. Edward Elgar Publishing, 1966. Pp xxviii + 756. H/back ISBN 1 85278 
031 2, £75; p/back ISBN 1 85898 371 1, £35). 


This book seeks to place British economic policy and performance in its theoretical 
and comparative context. It attempts to explain how and why the boundaries between 
the agenda and non-agenda of government have changed over time and why a 
‘developmental state’ failed to develop in Britain after 1945. There are four main 
sections: the first provides an overview of the period as a whole and an introduction to 
the theory of economic policy, and the others chart the historical record in three sub- 
periods divided by the world wars. The volume is pnmarily a work of synthesis; there 
15 some new analysis of public revenue and expenditure in the years before 1914 but 
the sources are secondary rather than primary. 

Middleton’s primary focus is the dividing line between government and the market 
at the ‘macroeconomic’ level and the perspective of the central departments of state, 
notably the Treasury. There 1s comparatively little on the 1mpact of state intervention 
in specific markets (and the perspectives of, say, the Board of Trade and the Ministries 
of Labour and Munitions and their successors), though the literature permits some 
comment, notably on the impact of policy on the inter-war labour market. The great 
strength of Middleton's previous book on economic management in the 1930s was the 
discussion of the main causes of the growth of public expenditure and the analysis of 
the economic incidence and impact of taxation. These core strengths are extended in 
the present volume. From an imaginative analysis of the patterns of expenditure and 
revenue before 1914, he shows convincingly that the ongins of ‘big government’ in 
Britain lie in the Edwardian penod, when the tax base was extended to pay for 
increased state expenditure to further national competitiveness and social cohesion. 
This in tum permits a new emphasis on the continuities in public revenue and 
expenditure throughout the first half of the twentieth century and a subtle questioning 
of the cases for both a revolution ın government duning the Second World War and the 
emergence of ‘Attlee’s consensus’ in 1942—44 (though his argument that the term 
‘post-war consensus’ is ‘highly suspect’ 1s rather undone by a subsequent chapter 
which charts the progress of ‘an agreed, but flawed, post-war settlement’). 

Unfortunately, other very long sections of the book are unambitious. The discussion 
of the theory of economic policy makes comparatively little progress and is punctuated 
by frequent and imtating summary lists. The treatment of British. economic 
performance never rises above the routine and the opportunity to probe core but shaky 
concepts (like the convergence hypothesis and institutional sclerosis) 1$ demonstrably 
not taken. It is not easy to imagine what market the author and publisher are targeting. 
A book of this length and cost ıs beyond the purse of most students but Middleton has 
not attempted to produce a monograph. It complements rather than competes with 
Tomlinson's two texts on macro- and micro-economic policy since 1900. Middleton is 
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by far the better on taxation, public expenditure and the broad contours of the growth 
of the state, but on the specific policy areas Tomlinson is always punchier, more direct 
and better organised. This is a good book, not least for its extensive bibliography, but 
strong editorial control could have released the much better volume on the growth of 
public expenditure in twentieth-century Britain which is struggling to escape. 


University of Exeter ALAN BOOTH 


ANDREW MARRISON, British. Business and Protection, 1903-1932 (Oxford: 
Clarendon Press, 1996). Pp.xvii + 491. ISBN 0 19 820298 9, £50). 


In this long-awaited study, Andrew Marrison provides a comprebensive account of the 
search by British businessmen for a protective tariff from the rise of Joseph 
Chamberlain’s Tanff Reform movement in 1903 to the eventual introduction of a general 
tariff by his son Neville in 1932. Such a long delay in the implementation of tariffs 
Marrison attributes more to the ‘emasculation’ of business within a free trade polity 
rather than to the divisions within business circles. For, as he successfully shows, 
protectionist sentiment was considerably greater among businessmen, even in 
Edwardian England, than some historians have allowed. For the most part his was a 
hard-headed, pragmatic, specifically industrial protectionism which distanced itself from 
agrarian, collectivist and imperially minded protectionisms. Above all, through the 
detailed investigative work of the Tariff Commission, whose records Marríson 1s the first 
historian fully to master and exploit, Hewins, the erstwhile director of the LSE, sought 
to devise a scientific tanff which would enable Britain to modemise her economy and 
keep pace with Germany and the United States. Hewins (for some, ‘the Mad Hatter’) had 
of course wide alms, but as the work of the Tariff Commission receded (Hewins was 
already trying to sell off tts papers in the early 1920s) the goal of industrial protection 
was taken up by a variety of pressure groups (including the Federation of British Industry 
(FBI) and the Empire Industries Association) whose activities Marrison fully and 
perceptively reviews. Above all, the First World War accelerated the demand for 
protection, paving the way for the Safeguarding of Industries Act, although this itself fell 
far short of what Edwardian Tariff Reformers had sought. This steady business 
commitment to protectionism became a torrent after 1928 but, as Marrison is careful to 
argue, tariffs came only when it suited the politicians and hence bore only a small 
resemblance to earlier ‘scientific’ versions. Even businessmen were forced to put politics 
first, especially with the nse of an effective Labour movement. Marrison also provides 
useful counter-evidence concerning the residual strength of free trade among Manchester 
cotton bosses and London merchants, even if free trade itself is too readily dismissed as 
self-evidently a nineteenth-century survival, holding up the progress of productioneering 
politics and managerial capitalism. This wider argument fails to convince but otherwise 
this book (which has a useful 1ndex and 1s based on an impressive array of primary 
sources) provides a reliable and serviceable guide to a labyrinthine issue. There are 
inevitably some imbalances (the account of the Tanff Commission is too long) and a few 
errors and omissions (Lords Iddesleigh and Farrer are confused with their fathers, the 
FBI's Sir Charles Tennyson 1s unidentified and unindexed). But as a whole this book is 
to be warmly welcomed as a complement to other recent studies of tariffs, protection, 
and the politics of business in early twentieth-century Britain. 


London School of Economics ANTHONY HOWE 
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SIR PAUL NEWALL, Japan and the City of London (London: Athlone Press, 1996. 
Pp.xxin + 181, illus. H/back ISBN 0485 115018, £25). 


The close relationship between the City of London and Japan is well known today 
Numerous Japanese banks, brokerage firms and finance houses are present in the City 
of London, from where they conduct extensive European or even international 
operations At the same time business with Japan occupies a prominent position for 
many British financial institutions and firms in the City of London, such as the 
investment banks, foreign exchange dealers, the London Stock Exchange and LIFFE 
Consequently, a book that explores the origins, development and importance of this 
relationship is to be welcomed. In this case the author, Sir Paul Newall, is a 
knowledgeable insider, having had 33 years’ expenence in the City of London as an 
investment banker and served a term as Lord Mayor of London. 

However, this 1s not a straightforward account of the relationship between Japan 
and the City of London. Instead it is a cross between an academic monograph and the 
views and experiences of one who has witnessed the relationship at first hand. As an 
historical account the book 1s not a success. The first 100 years of the relationship 
warrant a mere 29 pages, covering the beginnings of Japanese borrowing in London in 
the 1870s to the emergence of the Japanese as important players in the Eurobond 
market in the 1960s. Here Sir Paul has ignored most of the existing literature covering 
the City of London. He tends to paint a rather superficial picture of a glorious march 
towards an ever-closer relationship, glossing over, for example, difficulties of the 
1930s and the 1940s. The Second World War hardly raised a mention. For an 
understanding of the relationship 1n those years the book contributes little that is new. 

It is only with the period from the 1960s onwards that Sir Paul's account becomes 
more interesting and authoritative, with those years warranting 62 pages of text. With 
his own insider knowledge, interviews with relevant individuals, and information from 
Japanese firms in the City, Sir Paul presents an informed view on what lay behind the 
growing Japanese presence in the City of London. Restrictions in Tokyo and New 
York combined with the City established international onentation and relative freedom 
of government regulation appear to be the key factors at work Sir Paul even raises the 
possibility that 1t was the established Japanese presence in the City of London that led 
to the surge of Japanese investment in Bntish manufacturing. He also suggests that the 
IRA bombing campaign represented a real threat to the City of London as Japanese 
financial institutions contemplated re-locating to elsewhere in Europe. Unfortunately 
neither of these issues are sufficiently explored so as to produce an authoritative 
judgement on whether this was the case or not. 

Instead of adding insight and evidence to the City/Japan connections over the last 
30 years the last two chapters of the book try to fill ın a few loose ends. The 
penultimate chapter reviews the extent of Japanese membership in the various City 
organisations, like the British Bankers’ Association and the Stock Exchange, as well 
as the Japanese contribution to charity, culture and education. There is also a useful 
survey of the connections between the City and Japan in terms of insurance. The final 
chapter presents ten brief histories of leading Japanese financial firms with a 
significant presence in the City of London. 

Overall, it would have been better if Sir Paul had abandoned the long-term 
historical perspective because that 1s not his strength. Instead, the post-war chapters do 
suggest that there 1s much to learn regarding the modern renaissance of the City by 
investigating when and why foreign financial institutions established themselves there, 
what they used their London operations for, and how their activites changed over 
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time. Sir Paul has provided us with a valuable insight, derived from his expert position, 
but has not stamped his authority on the subject. Nevertheless, the book makes a 
valuable addition to the growing literature on the City of London, especially for its 
contribution to our understanding of what lies behind its current success. 


University of Durham RC MICHIE 


ALAN PILKINGTON, Transforming Rover: Renewal Against The Odds (Bristol: 
Bristol Academic Press, 1996. Pp.xii + 180. H/back ISBN 0 9513762 3 3, £27.50). 


The fortunes of Rover dunng the 1980s and the early 1990s are examined by 
Pilkington within the framework of recent management literature. First, the 
organisation of transformation of the company is explored with the focus on the need 
for the renewal of manufacturing after its unhappy experiences as part of the changing 
conglomerate constellation which finally became British Leyland. This 1s followed by 
a section which deals with the origins and process of the organisational change that 
took place, including an account of the link-up with Honda and the partnership with 
Warwick University. In the final part, an assessment of the success of these changes is 
attempted and some interesting contrasts are drawn between the experiences of Rover 
and Land Rover. 

More broadly, the fortunes and prospects for Rover are examined against the 
background of the changing nature of the global industry. For all its endeavours Rover 
has not been rewarded with financial success and the future looks uninviting. And 
Pilkington's discussion of the recent acquisition of Rover by BMW even raises 
questions about the German company's future. As for Rover, it may well be a case of 
‘All dressed up with nowhere to go’. 

As noted above, Pilkington draws heavily on management literature. At times, 
however, so many authontes are cited that the reader is likely to become a little 
bewildered. Moreover, some business historians may well have their suspicions 
confirmed that management gurus are much better at rationalising after the event than 
they are at offering sound business advice. 

Finally, this reader 1s left with the thought that if Rover is an important example of 
the glorious productivity achievements in British industry dunng the Thatcher years, 
the process of ‘catch-up and convergence’ will have already passed Britain by. 


University of Bristol B.WE ALFORD 


MADGE DRESSER and PHILIP OLLERENSHAW (eds.), The Making of Modern 
Bristol (Tiverton. Redcliffe Press, 1996. Pp.x -- 246. H/back ISBN 1 900178 25 7, 
£17.95). 


This collection of nine essays on the economic, social, religious and urban history of 
Bristol since the seventeenth century is introduced not as a comprehensive study of the 
subject but rather a presentation of new forms of synthesis and original research on 
some important questions. The topics covered include civic identity, religious and 
ethnic differences in politics, poor relief administration, the labour movement and the 
women’s movement. In addition, there are three chapters dealing with the city’s 
economic and business history. 
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The first of these three pieces, by Fleming, looks in part at the economic 
development of Bristol from the early sixteenth to the mid-seventeenth centuries. The 
brevity of the section permits only the highlighting of some key themes, such as the 
fishing grounds of the New World, luxury imports from southern Europe, and the role 
of the Society of Merchant Adventurers. It would have been helpful to have had some 
comment on the dimensions of economic development if appropnate evidence exists. 
In discussing the port’s transatlantic trade in sugar and tobacco he suggests that the 
market was predictable and little capital was required. Given the longer voyages than 
ш Europe, tight vessels necessary for valuable cargoes, and significant harvest 
uncertainties, his conclusion 1s perhaps a little surprising. Morgan’s study of the period 
1700-1850 analyses carefully the nature and causes of the relative decline of the port 
citing such factors as navigational difficulties, mercantile lethargy, and hinterland 
development. It might have been interesting to have read more of the port’s successes 
in the eighteenth century before relative decline set 1n. 

While the two aforementioned chapters synthesis existing work, Ollerenshaw and 
Wardley’s account of economic growth and the business community since 1840 draws 
upon new research. After surveying the secular and cyclical growth trends over the 
period, they briefly discuss business organisation in the city and then concentrate upon 
the history of the Bristol Chamber of Commerce. Drawing on the Chamber’s own 
papers, they highlight its role as a lobby group and the importance of Liberal 
nonconformists among its membership. There is interesting material here which 
parallels experience elsewhere It is to be hoped that the authors will develop this area 
of their chapter into a full length study to address questions such as the effectiveness 
of their lobbying role and the organisation’s importance in business networking among 
its members. 

The volume as a whole will clearly be a useful addition to the material on the 
project from which it originated in the local history of the region and should provide 
worthwhile comparative material for those interested in the local history of other 
regions of England. 


Australian National University SIMON VILLE 


DEREK H ALDCROFT and ANTHONY SLAVEN (eds.), Enterprise and 
Management: Essays in Honour of Peter L. Payne (Aldershot: Scolar Press, 1995. 
Pp.xviii 4- 311. H/back ISBN 1 85928 111 7, £45. 


Appointed to the post of Colquhoun Lecturer in Business History at the University of 
Glasgow in 1959, Peter Payne has since enjoyed a distinguished academic career, 
notably as a student of entrepreneurship, and with a record of publications in British 
business history and that of Scotland 1n particular. Outstanding 1n these respects is his 
history of Colvilles, a classic work of business history, winner of the Wadsworth Prize 
for 1979, and charting the development both of the firm in question and the Scottish 
гоп and steel industry as a whole. Professor Payne's later work The Hydro — an 
analysis of the record of the North of Scotland Hydro-Electric Board, marks a further 
milestone 1n his career demonstrating an ability to appraise commercial performance 
1n a wide social and political context. To generations of undergraduates, moreover, 
Professor Payne is well known as the author of two seminal contributions on the 
history of British entrepreneurship in general — his chapter in Volume VII of The 
Cambndge Economic History of Europe and his Macmillan Studies pamphlet, first 
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published in 1974, running to four reprints before the publication of a second edition 
in 1985. However, as Roy Campbell points out in an affectionate and amusing 
foreword to this festschrift, Professor Payne’s claim to academic distinction via his 
published work is complemented powerfully by a long-standing commitment to the 

tation of business archives. As the first Secretary of the Business Archives 
Council of Scotland, Peter Payne proved to be an indefatigable researcher of business 
records, with his activities in the 1960s laying the foundations for the ample collection 
now located 1n the Glasgow Business Records Centre. These dual strands in Professor 
Payne's career are well reflected in the current work. Thus, in an introductory chapter, 
Michael Moss and Edwin Green, taking their cue from Professor Payne’s edited work 
on Studies in Scottish Business History, trace the substantial progress achieved since 
1960 in the survey and rescue of British business records. In so doing, they point to 
the current interest in reconstructing localised business communities on the basis both 
of archival sources and computer networks The remaining chapters are divided 1nto 
three sections. The first, incorporating essays by Clive Lee, Tony Slaven and Derek 
Aldcroft, focuses on the contnuing debate on the nature and assessment of 
entrepreneurship in theory and practice. Section 2 presents four essays on enterprise in 
banking and finance by Charles Munn, Robert Tyson, Duncan Ross and Ranald 
Michie, while the final section incorporates contributions from Alastair Dune, Richard 
Perren and Philip Cottrell on the theme of enterprise in industry and trade. Justifiably, 
given Professor Payne's pioneering role in establishing the credibility of business 
history north of the border, Scottish themes are predominant. Slaven, for example, 
capitalises on the Dictionary of Scottish Business Biography to identify the sources of 
business success and failure in Scotland, making good use at the same time of Roy 
Campbell’s study of the Ruse and Fall of Scottish Industry, whilst studies by Tyson of 
the crisis afflicting the City of Glasgow Bank in the 1850s and by Munn on banking 
development in north-east Scotland during the eighteenth century are complemented 
by chapters by Dune on the British Linen Company and by Perren in the linen industry 
in Aberdeen in the late eighteenth and early nineteenth centuries All of the essays can 
be read with intellectual profit but particular mention. must be made of the 
contributions of Tyson and Ross, both of them grounded ın original source materials. 
The former presents an exceptionally clear account of the City of Glasgow Bank's 
trials and tribulations in the later 1850s and 1860s, essential to an understanding of its 
ultimate failure in 1878, whilst the latter, in highlighting innovations 1n the banking 
sector 1n the short period between 1958 and 1961, provides revealing insights into the 
changing culture and attitudes of bankers ın post-war Bntain. In overall terms the 
editors and authors have produced a fitting tribute to a scholar who has done so much 
to advance the cause of business history. 


Lancaster University MAURICE KIRBY 


LAURENCE FONTAINE, History of Pedlars in Europe (Oxford: Polity Press, 1996. 
Pp.280; maps. H/back ISBN 0745607853, £45; p/back ISBN 0745617417, £13.95) 


This 1s a pioneering work about peddling in Europe, 1400-1900. The peddlars in 
general have had a bad reputation reflecting the resentment of the sedentary population 
against nomads and foreigners, gypsies, Jews and peddlars. This is a thoroughly rooted 
popular tradition in Europe, more widespread than flattering. Insofar as the peddlars 
have been studied at all, they have been portrayed through sedentary eyes Their 
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marginality has been stressed and so have their semi-illegal activities (selling 
forbidden and obscene books and smuggling all kinds of objects). Laurence Fontaine 
tries to give a picture of the peddlars seen through itinerant eyes. He does not deny the 
element of marginality in their position nor the degree of illegitimacy 1n their practice, 
but his aim 1s to uncover the logic of peddling as a system of economic activity. He 
interpreted peddling as a network-activity constituted by credit and mutual personal 
dependency inside the framework of the wider family. 

According to Laurence Fontaine, peddling, as an economic activity, grew out of the 
economic system of the mountain regions. Here the traditional system of landlords and 
tenants did not develop because agriculture alone could not sustain the population. 
This created a group of salesmen who had to migrate to earn a living. The most 
successful of them managed to establish themselves as merchants in the cities 1n the 
lowlands, but they did not break off relations with their home village 1n the mountains 
and thus created an economic system that took advantage of both worlds. 

Peddling played a great role in the cultural transformation of Europe, that is in the 
European countryside. The peddlars brought new products to the countryside, refining 
consumption there and to some degree even improving manners (the handkerchief, for 
instance, after some generations of improper use). They imported the urban world in 
tiny bits, catering for the imagination of their customers in different ways (luxury 
goods, books, news-sheets). In the nineteenth century their decline was well under 
way. Cheap newspapers took over their news market; mail-order, improved local 
traffic and newly established shops in the countryside took over the rest of their 
market. 

Fontaine's interpretation of peddling 1s bold and imaginative. One wonders, 
however, 1f all his conclusions hold true. His research 15 mainly based on a few 
localities 1n the Alps and their trade 1n southern France, Italy and the Iberian Peninsula 
Are those mountain peddlars typical of all peddling in Europe? There might be other 
types of peddlars in Europe than those seen in this book. His notion of a network might 
also need some qualification. Networks are defined by chains of credit and 
dependency inside the expanded family, but at the same time chains of credit and 
dependency inside the expanded family are seen as proof of the existence of networks 
This is to assume what has to be proven. The book 1s, nevertheless, valuable and 
interesting and gives inspiration to that vast amount of research that still has to be 
done, before solid conclusions can be reached 


Danish National Business Archives JORGEN FINK 


JUDITH G COFFIN, The Politics of Women's Work: The Parisian Garment Trades, 
1750—1915 (Princeton, NJ: Princeton University Press, 1996. Pp.xui + 289, illus. 
ISBN 0 691 03447 8, £28.50). 


Women's work and the associated 'problem' that formed part of nineteenth-century 
European culture 1s exemplified within the garment trades. Thus Coffin's analysis of 
gender at work in the Pansian garment trades from the constraints of eighteenth- 
century guild to the ‘protection’ of state policy at the turn of the twentieth century, 
uncovers contemporary French concerns of women's employment, traces the 
relationship between economic and cultural change in understanding perceptions of 
gender divisions at home and work and in the labour movement, and explores the 
impact of the intellectual shift in nineteenth-century political economy on 
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representations of female labour. These and other themes in Coffin’s wide-ranging and 
thoroughly researched study place it at the forefront of feminist history and confirms 
the growing acceptance of gender as a valuable analytical category in historical 
enquiry beyond the narrow confines of ‘women’s’ history. 

Although this study does not claim to be a history of an industry, a great deal 1s 
learned about the development, structure and organisation of the Parisian garment 
trades through the lens of gender. While historians may be well acquainted with the 
persistence and expansion of homeworking 1n the late nineteenth century, for example, 
Coffin offers a more complete portrayal of its operation, its interaction with other 
forms of organisation, its position in trade union activity and in social scientific 
enquiry, by analysing the gender relations of production. The notion that women 
homeworkers were dnven by pressure to conform to a powerful ideology of 
domesticity is thankfully challenged by Coffin, whose research — which equally 
questions the relevance of a separate sphere construct — reveals a more complex 
motivation founded on the desire for ‘independence’ and an antipathy to workshop 
culture. The horrors of homeworking notwithstanding, and contemporary 
investigations make these abundantly clear, women, single as well as married, chose 
to work at home and therefore blur the distinction between public and private. 

In the gendered experiences of working in the garment industry, the technology of 
sewing is a powerful force. The simplicity of the sewing machine belied the 
complexity of its manufacture and the significance of its impact. Working-class 
purchases of the revolutionary machine soared from the middle of the nineteenth 
century, encouraged by innovative marketing techniques and facilitated through novel 
credit systems and plebeian department stores. A novel if rather implausible dimension 
was added to the debate over women’s work in this context through abundant 
‘evidence’ of the sexually arousing capacity of the operation of the treadle sewing 
machine. This feature, well recorded in French medical and historical literature has so 
far failed to generate equivalent literature in Bntain. 

The content of Coffin's admirable work will engage those business historians with 
an interest in the nature and meaning of work, with the emergence of organised labour 
and with the diffusion of technology and the relationship between technical and 
organisational change. In truth, it 1s more social and cultural history than business 
history, but fruitful dialogue between these disciplines 1s not impossible. 


Centre for Business History, University of Leeds KATRINA HONEYMAN 


ANTTI KUUSTERA, Idé och pengar. Sparbankerna i det Finlandska samhallet, 
1822-1994 [Ideas and Money: Savings Bank in Finnish Society, 1822-1994] 
(Helsingfors: Farlagsaktiebolaget Otava, 1996. Pp.774; illus. H/back ISBN 951 1 
14288 7, no price given). 


Antti Kuustera's book considers the establishment and development of the Finnish 
savings banks from the beginning in 1822 to the present day. The book is based on 
both secondary and primary sources, as well as interviews, and 1s well documented. 
Beginning with an introduction to the ideological, social and economic conditions that 
led to the establishment of savings banks in Europe dunng the eighteenth and 
nineteenth centunes, Kuusterf describes the establishment of these insttutions. As in 
other countnes, the savings banks were founded with the purpose of reducing the need 
to support the poorest members of society. By saving in good times, the poor were 
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supposed to be able to support themselves in bad times. 

The book is chronologically organised and analyses the development of the savings 
banks system and its relations to the economic development of Finland. The interplay 
between the savings banks and regulation 1s described and the effects of the savings 
bank acts on the banks and their lines of business are also analysed. Among the 
primary source material is the archive of the Savings Banks Inspection, established ın 
1896. This archive demonstrates the twofold purpose of the Savings Banks Inspection 
as an advisor to the banks and a regulator of malpractice within individual banks. In 
the smaller rural savings banks bookkeeping practices were, to say the least, hopeless, 
and the Savings Banks Inspection was active, in conjunction with the Savings Banks 
Association, 1n improving these practices. Later on, during the inter-war years, the 
relationship between the regulators and the regulated became less friendly. The social 
and economic composition of the savings banks' management, depositors and 
borrowers are analysed throughout the book, and the results demonstrate that during 
more than 150 years of business the savings banks became more and more like 
ordinary banks. 

Kuustera concludes the book by dividing the history of the Finnish savings banks 
into four sub-periods, the first one lasting from 1822 to 1913. This was a penod of 
proliferation of savings banks all over the country. Savings banks in the countryside 
were more active 1n lending deposits than the banks in towns, and thus contributed to 
the economic development of local communities. The second period, the inter-war 
years, comprised the 'golden years' for savings banks. One reason for this was a new 
savings banks act of 1918 that opened up new lines of business. The savings banks 
attracted new deposits and found new outlets and their market share almost doubled 
between 1919 and 1938, when it had reached 39 per cent of all deposits. In this period 
the importance of the savings banks as lenders increased, especially in real estate and 
agriculture. The third period was from the beginning of World War II, when every 
conceivable aspect of the economy was regulated. The regulated economy continued 
after the War, and until the 1970s, and was marked by a persistently high inflation. It 
was in these years that the seeds of the cnsis of the 1990s were sown since bank 
managers lost any memory of banking crises and credit losses. The fourth period 
marked the comeback of a market economy, and this proved fatal to the savings banks. 
Due to an aggressively competitive mood, the savings banks' risk exposure increased 
dramatically, and eventually the disinflation brought about a serious crisis. According 
to Kuustera, the crisis resulted from a change in the external economic and 
institutional conditions and from unsound banking practices. During 162 years of 
existence the savings banks went from being risk-averse beneficent institutions to 
financial institutions. 

Kuusterá's book is very detailed and long, probably too long, but to histonans with 
an interest in the history of savings banks or the Finnish economy it 1s 1ndispensable. 


Odense University PER H. HANSEN 
MICHEL LESCURE, PME et croissance économique, l'expérience francaise des 
années 1920 (Paris: Economica, 1996. Pp 350. H/back ISBN 2 7178 3007 3, FF 250). 
A revised and shortened version of Professor Michael Lescure's doctoral dissertation, 


this volume examines the performance, structure and strategy of French small and 
medium-size enterprises (petites ef moyennes entreprises, or SME) from the First 
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World War to the early 1930s. As a specialist of finance and SMEs, Lescure has 
provided an outstanding portrait of a distinctive type of business enterpnse which, in 
terms of turnover and numbers employed, is very different from larger firms. 

This book successfully contradicts some of the myths regarding French business 
which are so common in the literature. The strategies of small businesses were not, for 
example, seriously restricted by the life and death of the founding entrepreneur nor 
were they simply the response to state protectionism. Moreover, in the 1920s it was the 
financial crisis which hampered French firms rather than the limits of their 
organisational capabilities. Indeed, until 1925 medium-sized enterprises grew more 
rapidly than larger firms. 

The scarcity of archives means that SMEs are a relatively new area of research in 
France. Lescure’s analysis of SMEs is one of the first to consider a population of firms, 
which is important given the difficulty of generalising from the experience of a single 
case study. The investigation has involved the careful and extensive use of the Crédit 
National’s archives, a bank established in 1919 to help the country’s reconstruction 
and to promote medium-term credit. This rich and original source has been 
supplemented by a range of public and private archives. The bibliography is also very 
useful, although unfortunately an index is missing. Lescure has examined the loan files 
of 1,500 SMEs and has used more than 300 of them for this volume. The nature of the 
archive has given him the opportunity to trace the chosen firms throughout the 1920s 
in terms of financial data, activity, structure and management. 

The book focuses on four general themes which are illustrated by six detailed case 
studies. Three chapters focus on SMEs’ performance with respect to growth, 
profitability and financial stability in detailed statistical chapters where due allowance 
has been made for the data’s heterogeneity. The second chapter analyses the market 
constraints and firms’ strategies. Not surprisingly, marketing capabilites of SMEs 
were traditionally weak, with little by way of a national sales network and advertising. 
However, SMEs were active in colonial and foreign markets and they developed 
alternative local commercial strategies (for example, film advertising) ın response. 
This specialisation meant that the relationship of SMEs to the market was very 
different from that of large businesses. This called for distinctive cost, differentiation 
Or innovation strategies. Lescure does not neglect capital formation, labour costs and 
human resource management and he demonstrates the superiority of SMEs’ 
productivity records over their larger counterparts. Industrial welfare (social secunty, 
housing, and so on) was, however, neglected and, as demonstrated for the electrical 
industry, SMEs’ wages were lower than for large firms. After explonng SMEs’ 
performance, the third part of the book highlights their main weaknesses compared to 
large firms, which included cash flow and credit. The last three chapters deal with 
SMEs’ entrepreneunal life cycle and their relation to the state. Lescure insists on the 
Importance of the origins and effects of the policy of specific credit organisation for 
the SMEs and the part played by the Crédit National 

Lescure has succeeded in simultaneously conducting a comparative history of 
SMEs and large-scale enterprise and combining macroeconomic analysis with an 
Organisational business history. Thanks to Crédit National’s reports, he has also 
provided a lively discussion of individual companies or industrial sectors, such as the 
structure and strategic patterns in, for example, the pharmaceutical industry, that ‘dry’ 
statisucs would not have allowed. 


University of Reading LUDOVIC CAILLUET 
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ANDRÉ AUTHEMAN, La Banque impériale ottomane (Pans: Munistére de 
l'Économie et des Finance. Рр.294. ISBN 2 11 087841 X, FF 149). 


The studies of J. Thobie, which are authoritative on Ottoman financial policy and on 
French loans and investments in this part of the world, failed to deal thoroughly with 
the history of the Banque impériale ottomane (BIO), because the bank archives at the 
time were closed to researchers. Autheman's book is the first to take account of all the 
archive sources, tbe author worked for 30 years in the bank, was general manager and 
had access to all archives. His research is based on a systematic investigation of bank 
documents deposited with the Archives Nationales or held 1n the Paris office of the 
Company. Other archives were also essential for the study. This was because the 
structure of the bank was unusual in having three heads: major policy guidelines were 
decided by the English Committee in London and the French Committee in Paris, 10 
the interests of 115 main shareholders, the banks and banking houses. This was essential 
to maintain contact between the British and French financial markets. The activities of 
the Bank and of its branches in the Empire were managed by the board in 
Constantinople. The three archives may overlap in places, but the British and Ottoman 
archives are under-used (of 1,000 references in footnotes, more than 90 per cent 
concern the Parisian sources). Moreover German archives would perhaps be useful. 
The history of the BIO highlights three important questions on the financial history 
of the second part of the nineteenth century and the beginning of the twentieth century. 
It was a bank with Western capital, founded in 1862 at the instigation of the Ottoman 
government in order first to contribute to the reorganisation of state finances 
(management of debx and money supply) and then to develop the economy so as to 
increase the resources and to balance the budget. From the outset, the BIO sought to 
become the Ottoman state bank (issuing bank, short-term lender with greater resources 
than the bankers of Galata, an intermediary and a guarantor for issuing loads and 
selling them on the London and Paris markets), a commercial bank and a business 
bank. This structure was consistent with the functions of a bank in the economy, 
according to the ideas of the Pereire, who were among the promoters. It was applied, 
however, to a bank working in an insufficiently developed country, with a level of 
military activity out of all proportion with its financial resources. The author points out 
that necessity led the BIO to lock up the major part of its resources in loans to the 
State, to have an expensive strategy of founding branches in order to assume the 
functions of a central bank in all provinces, and to issue more and more loans. These 
generally found takers on the Western markets, despite the weakness of the Ottoman 
state, because the real interest rate was very high. The financial needs of the state were 
boundless, for it had almost unceasingly to support wars or policing operations in its 
provinces from 1854 to 1923, while the fall in agricultural prices up to 1895 and the 
progressive shrinking of its territory led to a decrease in financial resources. As early 
as 1874, 51 per cent of the resources went into servicing public debt. The BIO could 
not free itself from its role of creditor of the state, however substantial the resources 
of the shareholder banks. Nor was there any reason to expect more liquidities from the 
activites of a commercial bank. While in Western countries lending was funded from 
deposits, 1n the Ottoman Empire, the branches, which themselves tied up capital, were 
obliged to make loans to traders without any immediate prospect of attracting deposits 
from the more conservative local capitalists (pp.133—34) After the Revolution of 1908 
when the state might have been expected not to need so much short-term lending, the 
BIO tried to develop 115 commercial activities and to enter the business market. This 
proved impossible due to its lack of available capital: 'Tenir le premier rang à la fois 
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comme banque d'Etat, comme banque commerciale et comme banque d’affatres 
dépassait les possibilinés actuelles de la B 1.0., ce que souligne une étude entreprise 
en 1912' (p.226). The same handicaps would limit its ambition, during the 1920s, to 
maintain its role as the central bank in Turkey and to become the greatest commercial 
bank in the Moslem world. 

The book reveals the growing relationship between finance and politics, which had 
remained separate fields of activities until the 1880s. The BIO was an international 
business, it was not under control of the British or the French governments. The 
Ottoman government was keen not to be too dependent on one country, especially on 
the most powerful, Great Britain; 1t had fostered the international nature of the Bank, 
which was Franco-British, with some support ш Germany from 1800 onwards. In the 
railway business the BIO was connected with Bleichrader, Bethmann's and Deutsche 
Bank. The French government exerted its influence on the BIO for the first time in the 
port of Beirut project, as it was eager to develop French interests in Syria. From 1900 
the overlapping of interests became very intricate, for example in the question of the 
Baghdad Bahn. The French government applied considerable pressure to dissuade the 
Bank from participating in this business led by the Deutsche Bank. ıt threatened to bar 
the new securities from quotation on the Pans market. Then ıt changed its mind and 
compelled the BIO to participate after the Bank had decided not to proceed, having 
realised that the operation would lock up large amounts of capital. These intricate 
relations between financial necessities and political constraints were at their highest 
during the First World War, when the Bank continued to work in an enemy country. 
The study of the period 1914—23 provides the book's newest insights 

The reader will find some interesting information on the international banking 
networks: merchant bankers, clearing banks, bankers of Galata and their 
correspondents in the West, such as Ralli's or Rodocanachi's in London or Marseilles, 
Camondo or Bardac in Paris. 

This book will be very useful for the specialist in financial or Ottoman history. 
Other readers may have some difficulty in grasping the problems and the issues, 
because the book is a narrative story, cut into short chapters, corresponding to narrow 
chronological periods: the information is segmented, which hampers analysis. It 1s to 
be regretted that the technical analysis of issuing loans, of the costs and the profits of 
these operations, and in general of all banking operations, is not developed further; it 
would have been very easy for the author, a banker himself. The reader will have to 
work on the accounts which are given in the appendix. A map would have aided the 
understanding of the railway question and the founding of the branches. 


University of Paris P VERLEY 


HARRY NIEMANN and ARMIN HERRMANN (eds), Die Entwicklung der 
Motonsierung im Deutschen Reich und den Nachfolgestaaten (Stuttgart: Franz Steiner 
Verlag, 1995. Pp.297; illus.; tables; maps. ISBN 3 15 06726 4, 96 DM). 


Compared with other sectors, such as railway construction, heavy industry and 
chemicals, economic historians have paid relatively little attention to the German 
automobile industry or the wider impact of the motor car in Europe and this has left 
an important gap in the literature. In an effort to fill this gap the Stuttgart Workshops 
on automobile and business history have been organised by the archive of Mercedes 
Benz AG The second workshop of this kind was held in 1993 and had as its theme 
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‘The Development of Motorisation in the German Empire and its Successor States’. 
This multidisciplinary seminar was attended by sociologists, economists and 
psychologists as well as business historians and they, in 14 contributions, discussed the 
consequences of the motor car in Germany. The proceedings of this workshop are 
contained 1n this volume 

A wide range of subjects are covered although unfortunately quality is variable. 
Three articles by Michael Stahlmann, Hans-Joachim Braun and Paul Simsa analyse the 
development of automobile production in Germany and its consequences for industrial 
relations within automobile plants. À further three consider the wider impact of the 
automobile in Germany. Among these, Walter Amus provides a case study of 
Schlewsig-Holstein, while Helmut Bahme explores the relationship between 
motorisation and urbanisation and Peter Kirchberg provides an overview for Germany 
in general. Another theme addressed by Peter Borscheid and Hans Pohl 1s the 
development of transportation while Angela Zatsch, Harry Neumann and Wolfgang 
Bacher consider both the legal and educational aspects of the move to motor transport. 
Further themes include the effect of the motor car on German road construction, which 
is explored by Konrad von Kirchbach, the connection between the development of the 
automobile industry and its suppliers, addressed by Horst A. Wessel, and the role of 
public relations 1n the German automobile industry, analysed in an article by Hans 
Jurgen SproB 

This book does not, however, provide a general synthesis of the impact of the motor 
car in Germany, not least because of the varying perspectives of scholars from 
different disciplines, which the editors do not attempt to bridge. There are, for 
example, no cross-references between chapters nor any attempt to summarise the 
findings of the different contributions. In addition, there 1s nothing specific on the 
theoretical debate surrounding the impact of ‘Fordism’ in Europe, although this could 
have provided a common basis for comparisons. The impression remains that each 
author had his or her own research agenda without addressing general themes or 
incorporating a theoretical approach. In addition, the variable quality of the 
contributions detracts from the overall value of the volume. Some articles, such as 
those by Peter Kirchberg, Harry Niemann and Michael Stahlmann, are very 
informative and are based on sound primary research. Others, however, lack footnotes 
and other references to the sources used. As a result, although this volume can be seen 
as a step towards the wider discussion of the impact of the motor car in modern society, 
much empirical research, underpinned by appropriate theoretical frameworks, remains 
to be done. 


University of Bielefeld HARALD WIXWORTH 


GERARD AALDERS and CEES WIEBES, The Art of Cloaking Ownership: The 
Secret Collaboration and Protection of the German War Industry by the Neutrals 
(Amsterdam: Amsterdam University Press, 1996. Pp.vu + 210. P/back ISBN 90 5356 
179 X, NLG 44 50). 


Neutrality in wartime in Europe is the underlying theme of a book by two Dutch 
scholars. By studying the role of financial institutions in a neutral country — Sweden — 
they highlight the dilemma of carrying on business as usual in the extraordinary 
circumstances of the Second World War. Archives from this period have recently been 
opened to the public, which has generated new empincal findings and a renewed 
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debate. This book is the English language version of a controversial book published in 
Swedish in 1989. 

Aalders and Wiebes have collected data from archives in both Europe and North 
America. (Regrettably, obvious methodological problems of using diplomatic sources 
are not dealt with.) The survey begins by discussing various techniques of concealing 
ownership. These include camouflaging ownership, so that assets and values 
belonging to those indirectly or directly involved 1n the war are secured. To reduce the 
risks, a financial institution in a neutral country 1s used as an operator in the interests 
of the firm (a decoy). During the Napoleonic Wars, the Rothschild family took up this 
practice, followed in the nineteenth and twentieth. centunes by others in 
Lichentenstein, Sweden and Switzerland. Aalders and Wiebes claim — in fact it is their 
main argument — that this type of behaviour is highly 1mmoral, and indicates the 
actors' responsibility for losses and sufferings which occurred during the war. In the 
second part of their study, this statement is illustrated through some case studies, 
where the links between key German and Swedish institutions are analysed. 

Evidence is presented for Stockholm's Enskilda Bank relationship with German 
Bosch and I.G. Farben, and for the general support to the German industry provided by 
Jacob and Marcus Wallenberg. Although these findings are not new, not even the 
collaboration through Svenska Kullagerfabriken (SKF), a deep involvement by the 
Swedish financial elite is stressed, including dealing with Jewish assets. Certainly, 1t was 
business as usual, as ії had been during the First World War. When the repulsiveness of 
the Nazi regime became clear, many of those involved began to withdraw their interests, 
and this was also the case with the Wallenbergs. However, sacrifices had to be made: the 
removal of Jacob Wallenberg as vice-director of the bank and as a board member of SKF 
was inevitable. At the end of the book, the consequences of the war are considered. In 
the framework of a new international balance of power, changing trade relations with the 
Soviet Union and the US are analysed. 

The story ends with a very speculative discussion as to whether the unexplained 
disappearance of Raoul Wallenberg was a consequence — a brutal concession to the 
Communists and the Allies — of the dirty business carried out by his two relatives. 
Generally, Aalders and Wiebes try to convince us that the Wallenbergs should have 
known better, even in the 1930s. Their contacts with the inner circle of the government 
should have, according to the study, given them enough information to avoid Germany 
and act differently from the state. Ex post, the business ethics involved in their 
decisions may be questionable. However, the indignant repetition of this guilt means 
that the discussion is unbalanced. The carping moral tone highlights the difficulty of 
interpreting situations objectively, and often reveals a suspicion of financial dealings 
generally. Fortunately, the chapter on Norsk Hydro, which included errors of fact and 
a misleading interpretation of the links between the governments in Norway and 
Sweden, has been excised from the English version. 

In sum, this provocative study re-activates the ethical debate on business 
relationships in wartime However, the book is journalistic in style and this makes the 
empirical findings and their interpretations less significant for academics. 


Stockholm University HANS SJOGREN 
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G KURGAN-VAN HENTENRIJK, S. JAUMIN and V MONTENS (eds.), 
Dictionnaire des patrons en Belgique. Les hommes, les entreprises, les resaux 
(Brussels. De Boeck Université, 1996). Pp 729 ISBN 2 8041 1581 X, 250 BEF). 


Literature on entrepreneurs is scarce, and when available is often either hagiographic 
or condemnatory and therefore rarely scientific. So we welcome this ‘dictionary’ of 
the entrepreneurs of the first continental country of Europe to industrialise. It contains 
some hundreds of concise biographies (the exact number is not given), each of them 
treating the same topics: family circumstances, professional career, social, political 
and cultural activities, philosophical opinions, professional and social networks, 
diverse interests. Extremely 1mportant to its utility as a tool for further research are the 
bibliographical references at the end of each entry. À superficial skimming of the book 
gives an impression of its potential usefulness: the family networks are sketched 
clearly and also the professional alliances with other entrepreneurs are indicated. The 
index not only contains the names of many men, but even more names of all kinds of 
companies. This book is the fruit of long-term research by the Groupe d'Histoire du 
Patronat de l'Université de Bruxelles in co-operation with other research institutes, but 
it 1s only a part of a research programme on entrepreneurs which is much more 
ambitious. 

Like all encyclopaedias of this kind, the most delicate problem to be solved 1s that 
of the criteria for selection. Such a selection determines who is to survive ın the 
memory of history and who 1s not. On this point I felt a bit disappointed: only 13 lines 
in the avant-propos are dedicated to the explanation of an operation that must have 
aroused much debate, because there exists no generally agreed method or set of 
criteria. And here also the approach is very pragmatic (inevitably, as 1t seems to me), 
but the choices made are not debated In face, we are informed that for the years up to 
1893, the selection has been made ‘on empincal grounds and has been subjected to 
consultations with historians of all parts of the country’ — this being essential in a 
divided nation like Belgium. But what is an ‘empirical choice’? Have all these 
historians made their own list of preferences and is the choice in the book the result of 
this? For the years after 1893 the method was different. on the basis of the Recueil 
financier, published from 1893 to 1975, the presidents of the Board of Directors and 
the administrateurs-délégués of the ten largest limited liability companies ın each 
sector are chosen Again, this might be the best practical method, but I would like to 
have more methodological explanation: how representative 1s this Accueil financier? 
What are 'largest companies' in terms of capital, of turnover and of employment? How 
is a sector defined? The chosen men are classified under such heterogeneous headings 
as banking, metallurgy, porcelainiers bruxellois, ship owners, engineers, and so on, 
and also quite generally as industriels. For the other companies and the employers' 
associations, again, the 'empirical method' was used. 

In short, the criteria chosen by the editors might be the most practical ones and their 
way the most viable, and ıt might be wise not to dwell too long on this debate ın the 
foreword that is only interesung for professional historians, as this book 1s designed 
for a rather large public. However, why 1s there no methodological appendix 1n which 
the interested reader could look into the kitchen where this extensive meal was 
prepared? I wished also to know to what extent use was made of similar studies in 
France, where for some regions (F. Barbier, Nord, 1989; D Marjot, Anjou/Normandie/ 
Maine, 199], and M. Hau, Alsace) each selected 100 entrepreneurs according to 
explicitly stated and well-defined criteria that were presented to the readers at length. 
These studies are not mentioned, but must have been known to the editors. 
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Nevertheless, having said all this, I would welcome such a book in the Netherlands 
where the historiography of employers and their organisations is still sadly 
underdeveloped, whereas the history of labour already has produced a six-volume 
biographical dictionary. 


Utrecht University ERIK NIJHOF 


STEFAN BERGER and DAVID BROUGHTON, The Forces of Labour: The Western 
European Labour Movement and the Working Class in the Twentieth Century (Oxford: 
Berg, 1995. Pp. xvi + 286. H/back ISBN 0 85496 381 2, £39.95; p/back ISBN 1 85973 
023 X, £14.95). 


Stefan Berger and David Broughton have edited a valuable collection of essays on the 
history of the western European labour movement. The standard of all the essays is high, 
and some — such as those by Tobias Abse and Stefan Berger — are especially good. 

The book complements the earlier collection edited by Dick Geary, Labour and 
Socialist Movements in Europe Before 1914 (Oxford: Berg, 1989). Like that volume, the 
essays are not comparative but esch deals with the labour movement in one country. In 
this case the editors and political identity of the working class, the relationship between 
the working class and other social classes and institutions, the role of the state, and, 
finally, generational, geographical and cultural problems affecting the working class. 
Most authors took a chronological approach, but Tobias Abse (Italy) and Susan Milner 
(France) were probably wise 1n taking a thematic approach. 

The editors rightly point to the benefits of taking a long sweep in time. Like Dick 
Geary and others before them, they can point to the importance of continuities in 
labour movement history which cross both world wars. The events of 1917—20 did 
lead to great divisions within most European labour movements, but the fissures ran 
deep before 1914. The essays in The Forces of Labour bring out the potency of the 
propaganda of the Right in linking all socialists to the 'revolutionary Reds' of 1919—20 
and thus helping to mobilise electoral support against democratic Labour. The book 
also illustrates how the circumstances of Fascism under Mussolini, Hitler and Franco 
gave the propaganda advantage to me Left from the later stages of the Second World 
War and after it ın Italy and Germany, and later in Spain. Towards the end of the 
Second World War the Resistance and the success of Stalin and the Red Army 
endowed the Communist Left with considerable credibility. In Italy, as Tobias Abse 
comments, a popular wall slogan was ‘Baffone viene’ (the man with the big moustache 
18 coming). 

The role, or lack of role, of women 15 discussed by most of the authors. However, 
a surprising omission, given the scope of the book, is the co-operative movement. 
There are passing mentions of Catholic co-ops in Italy and consumer co-ops 1n the 
Houses of the People in Spain, but that is all. Another area which deserved more 
attention is industnal relations, and, with some exceptions, the essays do not draw 
much on the rapidly growing industrial relations literature (which could also have been 
explicit sources for the British parts of the statistical tables at the end of the book). 
However, these essays are very welcome additions to the subject and they offer shrewd 
appraisals of the variety of regional and local,. cultural and political determinants of 
the nature and fortunes of western Europe's labour movements. 


University of Nottingham CHRIS WRIGLEY 
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HUBERT BONIN, Les groupes financiers francais (Paris: Presses Universitaires de 
France, 1995. Pp.128 ISBN 2 13 04725 16, no pnce given). 


This useful addition to the ‘Que sais-je?” encyclopaedic handbook series surveys the 
development of French financial groups since the early nineteenth century Most of the 
book concentrates on the post-World War II period, and particular attention 1s paid to 
the nationalisation of French banks after the war and again in the early 1980s by 
Raymond Barre's government, and then to their subsequent privatisation by Jacques 
Chirac from 1986. 

In analysing the developments among French financial groups, Bonin distinguishes 
between financial houses, like Hottinguer and Rothschild, whose main preoccupation 
is seen as narrow commercial banking, and financial groups similar to investment and 
merchant banks who pursue a wider range of activities and who tend to provide longer 
term credit. Paribas, whose development since the nineteenth century is recorded in 
some detail, 15 a favounte example of what Bonin categorises as a financial group. 
Paribas, like Suez and Rothschild, was quickly targeted for nationalisation by the 
socialist government led by the sometime academic economist Raymond Barre in 
1982. The nationalisation of Rothschild ıs characterised by Bonin as equivalent to an 
‘exorcism’ as socialist intellectuals met dynastic capitalists head-on. In all, the Barre 
government nationalised over 30 banks and increased the publicly owned share of 
industnal production to almost one-third. Four years later, as the hopes of the left were 
disappointed, the Chirac government began to privatise the likes of Paribas and Suez. 

Almost because the 1980s was such a period of change, Bonin dubs it as ‘une belle 
époque'. He argues that nationalisation followed by privatisation provided the 
occasion and environment for some long overdue changes in French banking. 
Predominant among such change was the diversification by banks into a much wider 
area of activities and, to a lesser extent, a greater willingness to consider the case for 
decentralising operations away from Paris The paradox presented by Bonin is of a 
nationalising left-wing government intent on curtailing the strength of financial 
groups, actually forcing these groups to break out of historic areas of specialisation 
and to head towards what he calls ‘universal banking’ in which the walls between 
narrow traditional banking activities and longer term credit and investment banking 
began to come down. Generally regarding this as a strengthening process, Bonin also 
points to the continuing concern of both French governments and financiers at the 
threat perceived from Anglo-Saxon pension funds and merchant banks. Whether 
French financial groups and French governments can resist this threat remains to be 
seen, but the lesson of this book seems to be that such a challenge can only bring 
further change and improvement to French financial groups. 


University of Edinburgh MARTIN CHICK 


JOSEPH MELLING and ALAN McKINLAY (eds.), Management, Labour and 
Industrial Politics in Modern Europe. The Quest for Productivity Growth dunng the 
Twentieth Century (Cheltenham and Brookfield: Edward Elgar, 1996. Pp.x + 194, figs 
H/back ISBN 1 85898 016 X. £29.95). 


The edited proceedings of a conference, this book is itself an example of the quest for 
productivity growth within the Bntüsh service sector in the 1990s. Like most 
conference proceedings it suffers from the absence of a coherent argument or 
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conclusion, but it does contain much that is new and interesting. 

The central concern of the book 1s the familiar search for an explanation for the 
comparatively low rates of productivity in the British industrial sector after 1945. 
Implicit in the approach adopted is the belief that institutions played an important role 
in determining productivity and that among these the institutional arrangements of 
labour management were critical. But exactly what contribution labour management 
actually made to productivity 1s inferred rather than measured. The emphasis 1s on the 
politics of the workplace and not the economics. The British experience is set 
alongside those of Sweden and West Germany, although the only attempt to draw 
comparisons 1s in Joseph Melling’s introductory chapter. 

Opinion 18 divided among those writing about Britain over whether an opportunity 
was missed under the Attlee government to improve productivity by introducing 
greater democracy into the workplace, along the lines of the ‘historical compromise’ 
in Sweden or 'co-determination' in West Germany. In analysing the TUC's attitude to 
the reform of collective bargaining Alan Booth clearly refutes the right-wing 
accusation that the unions were opposed to improving productivity. On the other hand 
what Alan McKinlay’s chapter on Clydeside engineering shows is that the enthusiasm 
of the unions for a greater democratisation of industry in the period immediately after 
the end of the Second World War was not shared by the rank and file. For Jim 
Tomlmson the fault lay with the Attlee government itself for failing to confront 
employers's resistance to any sort of power sharing within the private sector. 

Where an opportunity is clearly missed is in placing the British debate within a 
comparative European perspective. No reference 1s made in the chapters on Britain to 
the conditions in Sweden in 1939 which led to the histoncal compromise between 
capital and labour. No reference is made to the conflicting interpretations of the ongins 
of co-determination in West Germany. Was it, as Christoph Dartmann argues, due to 
the influence of the American trade unionists working within the European Recovery 
Programme? If so, why did Bntain remain so impervious to such influence? Or was it, 
as Wener Abelshauser more convincingly argues, due to the very specific combination 
of events in 1951? The economic boom fuelled by the Korean War coupled with the 
negotiations to set up the European Coal and Steel Community placed the German coal 
miners and steel workers in an unusually strong position from which they were able to 
secure equal representation of employees on supervisory and executive boards of 
mining and iron and steel companies. These gains were then extended in a somewhat 
diluted form to other workers. No comparisons are drawn between the Ruhr coal 
miners and British coal miners ın the two chapters devoted specifically to the British 
coal industry. It 1s left to the reader to make comparisons and draw conclusions. 


University of Westminster FRANCES M B. LYNCH 


VOLKER К BERGHAHN (ed.), Quest for Economic Empire: European Strategies of 
German Big Business in the Twentieth Century (Providence, NJ, and Oxford: 
Berghahn Books, 1996. Pp.228 H/back ISBN 1 57181 027 7, £35; p/back ISBN 1 
57181 931 2, £16.50. 


This is a stimulating book for business historians. Business history, especially as it is 
written in the English language, 1s still largely focused on American and British issues 
and the free market economy. This volume on European strategies of German big 
business in the twentieth century deals with several political systems and with political 
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and economic issues as well as the history of mentalities It also points the way to a 
more extensive literature in German and English on the same subject by several of the 
authors. The volume consists of a collection of papers presented at a conference at 
Brown University, but has much more unity that is often the case 1n such collections 

The editor, Volker Berghahn, 1s fascinated by the irony of modem history ‘that 
Germany, which twice 1n the first half of the twentieth century vainly attempted to 
establish by force a formal empire stretching from the Atlanuc coast to the Ural 
Mountains and beyond, now at the end of this century finds herself on the verge of 
acquinng an informal empire of similar dimensions without having fired a single shot' 
(p.1). To explain this riddle Berghahn set out ambitious goals. Such a study must 
provide more information on the behaviour of German business in a larger European 
context. As conceptual framework he uses the notion of formal and informal empire 
building. extending control informally if possible and formally if necessary. German 
ideas on the desirability of formal or informal empire building changed over time. 
These changes must be related to changing balances of influential socio-economic 
groups and the outcome of fierce power struggles that occurred between them. 

In his introduction Berghahn shows the way in which this complicated process of 
combining political, economic and business history with the history of mentalities can 
lead to interesting insights into the relanonship between economic wealth and political 
power. He seems to have an implicit message as well: the Germans should have relied 
on their economic wealth to build an informal empire, 1nstead of trusung on military 
force to build a formal empire. Somewhat disquieting for neighbouring countries 1s the 
tacit assumption ın this book that Germany needs to have an empire, be it formal or 
informal. 

In the chapters that follow in chronological order the relationship between German 
industry and Europe is highlighted in vanous ways. Harm Schroter describes the 
attitudes of two modern and expanding industries (electncal engineering and 
chemicals) towards Europe in the inter-war years. Their preference for cartels over 
foreign direct investment is interpreted by Berghahn as a preference for informal over 
formal empire building. The chemical industry receives further attention from Peter 
Hayes, who summanses his earlier work on IG Farben. As а global company IG 
Farben was hard hit by the protectionism of the 1930s and as a consequence gradually 
was caught 1n the Nazi web. It 1s interesting to note that throughout the book Europe 
is looked at in a rather one-sided way as a collection of countries on which to force 
exports and in which to build production units. Imports and inward investment are 
seldom mentioned, the chapter on the automobile industry being the exception. Using 
the development in the German car industry as example, Simon Reich demonstrates 
elements of continuity between the fascist period and the Bonn Republic. 

Richard Neebe's chapter, with the wide-ranging title ‘German Big Business and the 
Return to the World Market’, promises a little more than it offers, as it is focused on 
one firm only, Ferrostaal AG. Nevertheless the general descripaon of economic policy 
and trade negotiations serves to show the continued adherence of German industry to 
foreign trade. Foreign trade also meant trade with the Soviet Union and eastern 
European countries. Robert Mark Spaulding argues that in this case returning to 
strategies used before the Second World War was the wrong choice as the buyers' 
market had become a sellers' market. The 1960s and 1970s form a regrettable 
omission in this volume. Berghahn's chapter on the Soviet trade in the Brandt era, 
based on the memories of the businessman Otto A. Friedrich, interesting though they 
are, cannot fill this gap 

The main theme of empire building in a formal or informal way recedes into the 
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background ш the last two chapters. In a short chapter dealing with the 1980s, Margit 
Карреп formulates several hypotheses on German foreign direct investment, as though 
theorising on this issue has not gone on for decades. Also she addresses the question 
whether high labour costs and short working hours are pushing companies out of the 
country. Jeffrey Anderson describes the activites of German peak and sectoral 
business associations 1n Brussels since umfication. One of his observations is that the 
continued commitment to the EU is difficult to square with the image of German 
business as a European hegemony-in-waiting. From both chapters on recent 
developments one might conclude that German business men are momentarily more 
concemed with international competitiveness and the viability of Germany as a 
production location for industry than with empire building. 

Though on the whole the book leans toward political more than business history, it 
is very useful for business histonans, as it offers encouragement to cross the 
boundaries of the discipline. 


Utrecht University KEETIE E. SLUYTERMAN 


NICHOLAS CRAFTS and GIANNI TONIOLO (eds.), Economic Growth in Europe 
since 1945 (Cambridge: Cambridge University Press, 1996. Pp.xxii + 600. ISBN 0521 
49964 X, £19.95). 


There is now a large and rapidly growing literature on post- World War II economic 
growth — particularly on Europe. The origins of the volume under review lie in the 
general revival of interest in growth and growth theory, but specifically in a SPES 
programme of the European Commission. (There is a companion volume that focuses 
on the raw data behind the studies in this volume, on the manipulation of these data 
and on testing some specific hypotheses derived from the new growth theory.) 

There are 18 chapters in this book and 27 contributors. The first five chapters 
provide an overview and a framework within which the 12 individual country studies 
that follow are to be examined. There is, in addition , a brief concluding chapter by the 
editors drawing out some general lessons and results from the study, and indicating 
where the next stages of the research may lie. Crafts and Toniolo begin with an 
overview setting out the growth record of Europe as a whole (Europe here being 12 
countries but not the same 12 that are dealt with individually), and setting out the 
hypotheses that the other authors were encouraged to pursue in the individual country 
studies. Chapter 2 (by Eichengreen) examines a number of relationships between 
intuitions (broadly defined and embracing both domestic and extra-European 
institutions) and growth. These two chapters focus mainly on the period up to 1973 
'the golden age'. Olson follows this with an application of his well-known thesis to the 
period after 1982, and Paque uses Olson's approach in a bref examination of why 
there was such different experience in Germany in the 1920s and the 1950s. And 
finally 1n these opening chapters Boltho considers the exchange rate and convergence 
in four countries. 

There then follow the 12 chapters on the individual countries: Britain, Belgium, 
France, Sweden, Netherlands, Portugal, Spain, Ireland, Italy, West Germany, East 
Germany and Denmark. Although many of the authors, perhaps most, would regard 
themselves as economists rather than historians, the editors sought an historian's 
perspective and an emphasis on a wider context than that with which economists might 
usually be content The principal lessons that are drawn from these country studies are 
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as follow. while the golden age was universal, ‘catch-up growth’ 1s not automatic nor 
universally achieved, and some countnes could have done better, the likelihood 1s that 
human capital played an important part, though research on this 1s still in its infancy; 
the role played by physical capital needs careful treatment; and the move away from 
interventionist policies and/or towards increasing integration also promoted growth. 

In a project as large as this there is plenty of scope for wanting things done 
differently or for additions or omissions and so on. For example, East Germany 15 
included, ‘not only because of unification, but also because it allows further insights 
into what the west got right after World War II' (p.xxii). But perhaps other parts of 
eastern Europe would have made more interesting comparisons And why were 
countnes such as Austria, Norway and Greece, to name a few, excluded? Or again, 
what role for financial markets or property rights, which do not get much attention. 
There will be no satisfying every reviewer with their own special interests. What can 
be said with confidence 1s that this substantial volume will need to be consulted by 
anyone interested in economic growth in Europe in this penod. It 1s packed with 
information and useful] comparisons, held sufficiently well together by both the type 
of author selected and by the approach asked for by the editors 


City University Business School FORREST CAPIE 


NORMAN E SAUL, Concord and Conflict. The United States and Russia, 
1867—1914 (Lawrence, KS: University Press of Kansas, 1996, Pp xviii + 654; illus.; 
maps. H/back ISBN 0 7006 0754 4, £43.95). 


This 1s the second volume of Norman Saul's proposed trilogy on Russian- American 
relations; volume one (Distant Friends, 1991) took the story from 1763 to 1897. In 
keeping with its predecessor, this encyclopaedic book charts a narranve course, taking 
in such issues as the development of diplomatic contacts, German Mennonites' 
emigration from Russia to America, the impact of tsarist Jewish policies on 
Russian-American relations, famine relief and so forth. The emphasis throughout is on 
descnption rather than analysis. Terms such as ‘economic backwardness’ and 
‘bureaucratic conservatism’ appear without any examination of their meaning. 
Readers of Business History might wish to dip into the book for some matenal on 
American direct investment in Russia, although they will not find anything here that 
15 not covered more fully in work by Carstensen and other economic historians. But 
Professor Saul 1s at pains to set these ventures into a much broader context, and his 
book makes no claims to be an authoritative economic history. He has combed through 
an immense amount of primary source material (there are 2,200 footnotes to prove it) 
and for the most part he tells an entertaining story. There are plenty of episodes that 
will be unfamiliar to most readers, such as the revelation that John Philip Sousa 
composed a march to commemorate the famine of 1891-92. Nevertheless, one 
sometimes wishes that Professor Saul had occasionally left the dense thickets of 
diplomatic correspondence 1n order to survey the forest from afar. 


University of Manchester PETER GATRELL 
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ROBERT R LOCKE, The Collapse of the American Management Mystique (Oxford: 
Oxford University Press, 1996. Pp.xv + 351. H/back ISBN 0 19 877406 0, £19.99). 


The crucial backdrop to this analysis is the slow realisation dunng the 1980s that 
American industry was under intense pressure from more competitive industries, 
especially in West Germany and Japan and reminiscent of the debates about Britain’s 
loss of industrial supremacy after 1870 it focuses on managerial deficiencies. Locke is 
careful to emphasise that what he calls the ‘collapse of the American management 
mystique’ was by no means absolute, noting how only in relation to German and 
Japanese management was there a perceived performance gap. Nevertheless, 
American business was clearly reeling from the succession of ‘shock’ stories which 
related how in an increasing number of sectors the alleged champion of the Cold War 
was being overhauled by those economies which had played only peripheral roles in 
the ideological battle. In one sense, then, in might seem odd that a substantial 
proportion of the book is devoted to describing the systems of management employed 
in West Germany and Japan, principally since 1945. On the other hand, apart from the 
intrinsic value of reading a leading authority's views on the subject, this analysis 1s 
well used to reveal their major differences with American managerialism, namely the 
attitude towards labour. Indeed, Locke’s thesis is built on the notion that, in contrast to 
West German co-determination practices and Japanese group-methods, the integration 
of labour into the decision-making process has been anathema to the manner in which 
American managerialism has operated since the early days of Taylorism in the 1860s 
and 1870s. Locke consequently proposes a variation of the New Labour ideology built 
around creating a ‘Stakeholder Society’ as an essential first step 1f American industry 
15 going to compete effectively in the future, advocating nothing short of a revolutbon 
in the way that mangers have approached strategy and structure for over a century. 
While this thesis will no doubt be received warmly by those in the UK like Tony 
Blair and Will Hutton who have invested their reputations in similar calls, it 1s not 
clear from the concluding chapter (entitled ‘Quo Vadis’) that Locke either 
recommends a means of fulfilling his aim, or regards it as achievable. This conclusion 
undermines to a considerable extent the book’s impact, while other problems with the 
analysis further contribute to a more questioning attitude towards the thesis. In the first 
place, in spite of an introductory chapter which notes how many scholars have ignored 
the ‘collapse’, in 1991 Lazonick descnbed how the ascendancy of American 
managerialism has been successfully challenged by the ‘collectivism’ of Japan, and it 
is a pity that Locke consigns this book to a footnote. Aaronson’s work on the growing 
criticism of American business schools and their methods 1s also ignored, along with 
other sources on this issue which might have been consulted with benefit. Of course, 
one cannot expect every book or article on the topic to have been reviewed, but those 
of seminal importance deserve some treatment if the thesis is to be fully 
contextualised. Most disturbing, however, are some of the descriptions of German and 
Japanese management which feature in the relevant chapters, because at times 
alternative views are largely ignored. For example, it is vitally important to Locke's 
analysis of German management to view co-determination as central to the manner in 
which the system evolved since the 1940s, but no mention 1s made at all of the role 
played by Unternehmer in the decision-making process, and the work of Dyas and 
Thanheiser merits only a mention in the bibliography. Similarly, Locke relegates to 
footnote status the recent efforts of increasing numbers of Japanese firms to adopt a 
more meritocratic and rational employment system, giving the impression in the text 
of a continuity which many contemporary scholars would not recognise. One might 
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also have expected some treatment of the dual nature of the Japanese labour market, 
stressing the contrasting experiences of those who worked (60 per cent of the labour 
force, and rising) outside the large-firm sector, where many of the allegedly typical 
features of the country's employment system have never been adopted. Finally, in view 
of the links Locke frequently makes between ‘managerialism’ and ‘militarism’, it 1$ а 
pity that greater reference to the British experience is not made, because its relative 
success in the latter contrasts sharply with alleged historical weaknesses 1n the former 

Having made these critical comments about Locke's latest work, I am convinced 
that business histonans will benefit enormously from reading what 1s a highly 
personalised account of the so-called 'collapse'. The general thesis 1s provocative and 
many will benefit from Locke's insights into the American paranoia. This 1s by no 
means a primary source-based polemic with significant quantities of original material, 
and a clear means of implementing what he regards as the essential solution remains 
elusive. On the other hand, when historians come to consider the debate about late 
twentieth-century American competitive advantage they will find Locke extremely 
useful as a reference point for some of the relevant literature. 


University of Leeds JOHN F. WILSON 


JAMES A WARD, The Fall of the Packard Motor Company (Stanford, CA: Stanford 
University Press, 1995. Pp.x + 309, illus H/back. ISBN 0 8047 2457 1, £27.95) 


Though much ink has already been spilled on the history of the Packard Motor Car 
Company, this book must rank among the best Based on a myriad of sources, the 
uniqueness of this offering 1s that ıt concentrates on why the company failed, being 
abandoned by its bankers and rejected by the Federal Government. 

From its birth Packard enjoyed an up-market reputation, with the great and the 
famous advertising their worldly success by being seen in a Packard. Clients ranged 
from Nicholas П of Russia, King Alexander of Yugoslavia, General Douglas 
McArthur and film stars such as Gary Cooper, Clark Gable and Bob Hope, to name 
but a few The company built its reputation on close attention to engineering and to 
innovation and as late as 1954 was still able to trade on that reputation. Why then did 
a company such as this disappear without so much as a whisper? 

James Ward cleverly explains the history of the firm in an extremely detailed, but 
well-structured, book which combines essential narrative with shrewd analysis and 
which reflects carefully on the role played by the company's leaders at crucial times 
in its progress. In comparison with GM, Ford and Chrysler, Packard, like the other 
independents, was relatively small and from the inter-war years survival was always 
going to present difficulties as the Big Three tightened their grip on the American 
market As Ward argues, to blame management for Packard's ultimate failure 1s easy 
but overall the firm throughout its history was blessed with high-quality executive 
officers. As the market evolved from the 1930s, the firm found itself having to 
compromise its luxury position and bring out slightly down-market vehicles. 
Gradually the prestige image surrounding the name became blurred, and slowly the 
upper echelons of the market were ceded to Cadillac. Moreover, being small the firm 
had difficulty 1n maintaining pnce competitiveness and was not helped by a weak 
dealer distribution network. By surrendering the top end of the market ın the post- 
World War II period, Packard was forced to compete with Buick and Oldsmobile in 
the vulnerable middle price segments, but sadly did not have the vehicles available to 
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take account of consumer change; its vehicles were too conservative in styling, a fate 
shared by others at this time, manufacturers of ‘old folks’ cars’. 

Obviously some degree of blame must be attributed to the management for failing 
to challenge successfully in the market. The simple fact 1s that, as Ward demonstrates, 
Packard executives aged with their products and customers, ignoring post-war 
demographic changes. They showed resistance to market shifts, an unwillingness to 
take risks and were ultimately complacent, believing that a Packard was still the finest 
dnving machine ever built and wallowing in self-delusion. 

What ultimately killed off the company were three hard blows following on top of 
each other in very quick succession. The outbreak of the Korean War proved a 
calamity 1n that it was of short duration and the firm never made the level of profits it 
anticipated to bring about plant and model revitalisation. This then left the firm cruelly 
exposed. The second blow was the merger with Studebaker, supposedly to create a 
fourth force in the American market. Neither company was strong enough to survive 
independently or in a merged form. Finally, the firm was cast aside by its bankers as 
losses mounted, and appeals for governmental aid fell on deaf ears. Packard simply 
died. Overall this 1s an excellent analysis of Packard and surely now the company's 
history can be left to rest in peace by other scholars. 


Coventry University TOM DONNELLY 


ROGER FAGGE, Power, Culture and Conflict in the Coalfields: West Virginia and 
South Wales, 1900—22 (Manchester. Manchester University Press, 1996. Pp.x + 290, 
maps, ISBN 0 7190 4745 5, £45). 


This book compares one American and one British coalfield in order to examine the 
different patterns of industrial and political protest and the way in which these were 
shaped by contrasting social relationships and cultural formations. Rejecting simplistic 
models of miners' behaviour such as those of the 'Archetypal Proletarian' and 
‘Isolated Mass’ in favour of the more complex approach developed by E.P. Thompson 
and H.G. Gutman, Fagge focuses on the way that cultural factors shaped working-class 
responses to industrial society. The comparative approach is adopted because Fagge 
feels that it offers an opportunity to reconstruct labour history around an appreciation 
of the broader patters linking specific historical structures and expenences. This book 
extends the comparative approach beyond the confines of a single nation, as found in 
previous studies. 

Fagge chooses the West Virginia and South Wales coalfields between 1900 and 
1922 because he considers that these two regions during this time period provide a 
valid basis for considering differences in miners’ industnal and political protests. Thus 
the level of conflict within both coalfields was high but the pattern of conflict was very 
different: West Virginia experienced explosions of unrest amounting virtually to ‘civil 
war’, whereas South Wales experienced less violent but more constant strike activity. 
On the political front, whilst South Wales embraced independent political activity by 
the end of the penod, West Virginia did not. On the face of it, therefore, a comparative 
Study seems appropriate, However, given the relatively new nature of the West 
Virginia coalfield compared with South Wales, one wonders whether a more 
appropniate comparison may not have been with South Wales some 20 to 30 years 
earlier, that 1s, when it was at a comparable stage of economic development. 

The book is divided into six chapters followed by a two-page conclusion. Chapter 
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1 examines the basic economic facts of the industry in the two regions, whilst the 
central explanatory core of the study 1s presented in chapter 2. Here the author reveals 
fundamental differences in the nature of the culture and community in the two 
coalfields, contrasting their size. Geography, community structure, cultural mix, social 
conditions and power relationships. The remaining four chapters of the book provide 
detailed, largely narrative accounts, for the two coalfields respectively, of industrial 
conflict (chapters 3 and 4) and the different political identities that accompanied 
industrial conflict (chapters 5 and 6). 

Overall, from a number of perspectives I found this book somewhat lacking. In 
places it lacks relevant data and analytical rigour. Given Fagge's view that the key 
influence upon the coal miners of West Virginia and South Wales was the economic 
nature of the coal industry, a fuller investigation of this might have been more 
appropriate than the cursory survey, based on a trawl of the secondary literature, 
presented in chapter 1. The book contains little relevant data on, let alone any real 
analysis of, factors such as labour intensity, wage rates, earnings, productivity, costs or 
even protests, which I would consider essential in a book which sees the aggressive 
attitude towards cost cutting on the part of the coalowners, created by the economic 
instability of the industry, as the cause of the high level of protest. Merely to point to 
the fact of economic instability and the existence of industrial protest is surely not 
enough. In my view, a more rigorous investigation of the nature of this link 1s required 
than 1s provided in this book. From the methodological viewpoint. I also found it 
strange that someone who rejects the ' Archetypal Proletarian' model of the coal miner 
should be prepared to embrace, without question, a stereotypical ‘Archetypal 
Capitalist’ view of coalowners. ө 

Overall, whilst this book 1s intended as a contribution to labour and working-class 
history, I feel that it is of limited value to economic and business histonans. 


Cardiff Busmess School TREVOR BOYNS 


D QUINN MILLS and G BRUCE FRIESEN, Broken Promises: An 
Unconventional View of What Went Wrong at IBM (Boston, MA: Harvard Business 
School Press, 1996. Pp.ix + 211 H/back ISBN 0 87584 654 8, $22.95). 


This is another book analysing IBM's fall from grace in 1990, from stock market bell- 
wether to greatest corporate loss-maker in history. Books about IBM appear with some 
frequency, and their quality varies greatly. Broken Promises is well above average for 
the genre. It is written by a Harvard Business School academic with good credentials, 
with a co-author from Andersen Consulting. The book 1s economically written and 1s 
supported by some genuine research 1n the form of interviews with former IBMers and 
customers. The approach 1s very much a Harvard Business School case history, with 
its mixture of fact and polemic. 

One feature all these histories of IBM have in common is that their authors’ views 
are heavily shaped by hindsight and the mood of the moment. For example, three years 
ago IBM was portrayed as being in terminal decline because of its failure to succeed 
in personal computing. In the last two years, however, a new paradigm of computing 
has emerged: the Internet. IBM has jumped on to the bandwagon, and the future 1s 
looking brighter than 1t was, so the authors’ views are less apocalyptic than writers of 
two years ago. 

Taking a long view, the authors argue that IBM's recent demise has been just 
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another cycle in a 70-year history of technological paradigm shifts: from punched 
cards before World War II, through the mainframe computers of the three post-war 
decades, up to the new communications-oriented computing of the 1990s. This may or 
may not be a valid hypothesis, but the historical evidence presented is sketchy and 
inaccurate. It 1s disappointing not to find a single scholarly history of IBM cited in the 
references; instead what we find are articles from back numbers of Fortune, and less 
distinguished ephemera. 

Since its blackest year in 1991, IBM has down-sized, losing 40 percent of its peak 
400,000 workforce, taken on a new CEO, Louis V. Gerstner, established a new 
technical strategy, and bought the Lotus Development Corporation in an attempt to 
recapture its lost position as a one-stop supplier of information technology and 
services. IBM appears to be recovering well, its share pnce having trebled since its low 
point. The theme of the book, however, as suggested by the ntle Broken Promises, is 
that IBM's current problems are not only, or even primarily, technological, but cultural: 
the loss of its two long-term commitments to its customers and staff. IBM lost 
customers, it is argued, because it was more interested in shifting ‘big iron’ than supply 
the desktop computing people actually wanted. And it has abandoned its lifetime- 
employment commitment to its employees. The authors argue that these cultural shifts 
will ultrmately be more serious for IBM than adjusting to new technological cycles. 


University of Warwick MARTIN CAMPBELL-KELLY 


AVIVA A NT West Indian Workers and the United Fruit Company in Costa 
Rica, 1870-1940 (Baton Rouge and London: Louisiana State University Press, 1996. 
Pp.xviii + 302; figs.; maps. H/back ISBN 0 8071 1979 2 (cl), £32.95). 


This ıs a meticulous study, rich in descriptive detail, composed of four loosely 
integrated essays. The first charts the early history of the UFCO on the Atlantic 
(Caribbean) coast of Costa Rica from the turn of the century to 1929 when, following 
the onset of the depression, the ravages of Panama banana disease and a period of 
labour unrest, operations were transferred to the Pacific coast. The second assesses 
corporate health and welfare policy. These are considered from the perspectives of the 
company, workers and officials. The third examines the growth of labour organisations 
and the extent to which these were shaped by the particular circumstances of the 
groups involved, namely black (mainly Jamaican), English-speaking immigrant 
employed by a US-based international corporation in one of its Central American 
divisions. The fourth places the struggles of immigrant banana plantation workers 
within the context of larger events that have shaped Costa Rican national development 
or, rather, the formation of the ideal of Costa Rica as a relatively egalitarian society of 
largely European extraction 

Revisionist in tone, the study makes a contribution to several areas of scholarship. 
It offers a distinct, regional view of Costa Rican history, evaluating events in the 
Atlantic banana zone with reference to principal currents in the national 
histonography. In addition, fragmentary data from newspapers, government 
publications and British consular reports are drawn upon to re-construct an ethno- 
cultural history of immigrant workers — a view from ‘below’ which will attract the 
attention of social historians working on the Caribbean and the circum-Caribbean. 
Finally, there is a detailed examination of attempts to apply US scientific management 
techniques to a ‘modern’ plantation enclave, notably in the area of labour recruitment 
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and retention in the tropics. Arguably, this contribution is the most onginal and 
convincing. The mechanics of organising banana production and sales (control of the 
transport system is 1denufied as the key activity) and corporate strategies designed to 
address the cntical problem of labour supply are explored thoroughly. Chomsky 
describes company employment methods and practices and analyses worker 
expectations. The corporation sought a flexible, efficient and disciplined workforce. 
West Indian immigrants, unsurprisingly in a period when the memory of plantation 
slavery remained pervasive, attempted to maintain as high a degree of 1ndependence 
as possible. The peculiar characteristics of slavery in the Anglophone Caribbean, 
which had integrated slaves unto the money economy, meant that Jamaicans responded 
positively to opportunities provided by waged employment, principally as a means to 
secure future economic independence as small producers. Relatively higher wages 
earned in plantation work 1n Central America suffered a means of accumulation to 
acquire land and so avoid proletananisation. Moreover, the diversity of employment 
of UFCO plantations occasionally resulted in upward social mobility for English- 
speaking labourers. These factors partly account for the movement of workers to and 
from the islands and isthmus and may also explain the change 1n corporate strategy 
over time, namely a shift from direct cultivation of bananas on company-run estates to 
buying in fruit from small-and medium-sized producers established on company- 
owned land. Healthcare and worker 'welfare' were also related to labour control and 
productive efficiency. Here Chomsky offers fresh insights on a subject hitherto 
addressed, mainly in self-congratulatory terms, from the corporate perspective. She 
shows how racial stereotyping, as much as medical science, determined the direction 
of campaigns to eradicate ‘plantation diseases’ such as malaria and how, as has been 
acknowledged in recent wriung on Lann America, public health measures could 
become an instrument of social control, thereby provoking protest. 


London School of Economics and Political Science COLIN M LEWIS 


MICHAEL HOBDAY , Innovation in East Asia: The Challenge to Japan (Aldershot: 
Edward Elgar, 1995. Pp.xvi + 224. H/back ISBN 0 85898 017 8, £39.95). 


The outstanding economic performance of Japan and the East Asian newly 
industrialising countries (NICs) over the last three to four decades has generated a 
substantial, and still growing, body of academic and lay publications. The analytical 
focus of this literature has also developed; shifting from a general interest 1n the high 
sustained rates of growth achieved by countries in the region to a concern with the 
components of this growth process — trade policy and export-led growth, new 
management styles and, most recently, the respective roles of the market and 
government intervention in this success. In spite of the ‘models’ of East Asian success, 
perhaps the most important conclusion from these studies 1s that no single factor can 
explain their growth performance. Each country has adopted 115 own unique package 
of growth policies which best reflect indigenous comparative advantage and social, 
political and business culture while also benefiting from growth in the East Asian 
region as a whole. 

The primary concern of this book is the contribution of technological acquisition — 
technological learning, R&D and innovation to East Asian economic success. The 
sources and role of technology in East Asian growth have, to date, been considered 
only fleetingly in the literature. This book, the outcome of an ESRC-sponsored project 
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at the Science Policy Research Unit (SPRU), University of Sussex, provides a ngorous 
assessment of technology acquisition by the East Asian NICs. After a brief 
introductory chapter, Hobday provides an overview of the dynamics of East Asian 
growth and its global context, much of which will be familiar (and even a little out of 
date) to specialists in the area The third chapter reviews the role of technology and the 
competitive advantages and disadvantages of latecomer firms, including barners to 
entry. The following four chapters from the central core of the study and are devoted 
to separate empirical case-studies of Hong Kong, Korea, Singapore and Taiwan, 
specifically the electronics sector, which has been a key contributor to the growth of 
manufacturing in all of these countries. The structure and development of the 
respective electronics sectors and the technological characteristics and strategies of 
key firms within them are compared and contrasted using original firm-level data. The 
final chapter provides a summary of the findings and also considers the implications 
for the Japanese economy and the policy lessons for other developing countries. 

The methodological approach of Innovation in East Asia has an implicit matrix 
analytical structure which makes use of the technology, economics and management 
literature to provide an appropriate historical perspective on the process of 
technological acquisition in the East Asian Electronics sector. Such an approach 
enables critical distinctions to be made between seemingly similar patterns of activity 
in the electronics sector. These differences include: the extent of product specialisation 
and the division of labour — both between the case-study countries and across the East 
Asian region; the role of leading firms — chaebols in Korea, MNEs in Singapore and 
smaller entrepreneurial family firms in Hong Kong and Taiwan; the mode of 
technology acquisition — FDI, joint venture, licensing, learning, imitation, reverse 
engineering, product and process innovation via in-house R&D; and the varying 
creation of local backward linkages, industrial clusters and forward linkages overseas. 
In so doing, the study also addresses related issues, notably a cntique of the ‘flying 
geese' hypothesis of East Asian growth, technology leap-frogging, the role of the 
overseas Chinese community as well as the 1mplications for Japan and lessons for 
other developing countries. Innovation m East Asia tackles the complex but previously 
neglected issue of technology acquisition 1n a clear, concise and ngorous analytical 
manner. It represents the first substantive study of the critical role of technology in the 
growth performance of the Asian NICs and provides useful new insights into the 
origins of East Asian economic success 


University of Lancaster ROBERT READ 


KENICHI IMAI and RYUTARO KOMIYA (eds.), Business Enterprise in Japan: 
Views of Leading Japanese Economists, translation edited and introduced by 
RONALD DORE and HUGH WHITTAKER (Cambridge, MA. MIT Press, 1994. 
Pp.x1 + 417 ISBN 0 262 09032 5, £33.95). 


This book is the translation of a book which was originally published 1n Japanese in 
1989, when Japan was at the peak of the so-called ‘bubble economy’. When the Japanese 
edition was published, I thought that it adroitly encapsulated the essence of Japanese 
firms, though leaving some areas unclear. On reading this book once again in English, it 
15 clear that many points which it raised have become dated. One of the major reasons 
for this is that the economic climate 1n Japan changed drastically. The phrase, 'Japan 
bashing’ 1s no longer mentioned so often, but ‘Japan passing’ is frequently voiced. 
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Nowadays Japanese firms are facing a variety of difficulues such as weakening 
competitiveness and structural rigidities. Long-term employment, semority payments 
and promotion, and information systems are cited as typical impediments to international 
competitiveness by quite a few economists and businessmen, although in this book they 
are highlighted as sources of Japanese competitive advantage. 

There are 18 articles in this volume. Imai and Komiya provide a keynote chapter 
which explains various aspects of Japanese firms such as concern with growth, the 
lifetime employment system, ketretsu, the labour-managed firms and shareholders 
influence and these characteristics are depicted as major strengths. Aoki contrasts the J- 
model firm with the H-model (neoclassical type firms) and maintains that in the J-firms 
incentives are given hierarchically, while co-ordination 1s done non-hierarchically. In the 
H-firms the opposite is true. According to him, this ‘duality of principle’ 1s the basis for 
a general theory of firm which has not been well developed so far. 

Itami submits a unique concept of ‘human-capital-ism’ for the Japanese system to 
differentiate 1t from western capitalism which puts so much weight on capital. By 
contrast, ‘human-capital-ism’ attaches importance to human factors. Kagono and 
Kobayashi show an intriguing chart (p.92) which demonstrates that in Japan younger 
workers earn less and older workers earn more than their marginal product Over their 
whole working career, however, workers can balance wages and labour productivity. 
It stresses the importance of long-term continuous trading which has the 
characteristics of a rank-order tournament, whilst Ima explores the advent of a 
network of firms, and Miwa explains sub-contracting relationships in the automobile 
industry. The latter argues that if the transaction between assemblers and sub- 
contractors (usually associated and smaller firms) is broken off, the damage will be 
greater for assemblers. However, this does not seem to fit the actual situation in Japan, 
if we take account of the fact that orders would usually be made to many sub- 
contractors. Wakasugi deals with R & D problems in Japanese firms and Odagin 
analyses the international differences of profitability among firms 1n the UK, US and 
Japan. Following the above articles, chapters by Ono and Yoshikawa, Nonaka, 
Koshiro, Koike, Ohashi, Uekusa, Kishimoto, Saeki and Komlya observe a range of 
aspects of Japanese firms. Although only a few chapters have been discussed in this 
review, this does not mean that others are not worthy of mention. Among these 
Komiya's article on life insurance firms sheds some light on the unique role of 
insurance firms ın company groups (keiretsu) which 1s very useful. 

As the title ‘Leading Japanese Economists’ suggests, every contributor 1$ a highly 
ranked scholar in Japan and each article has its own merit. Nonetheless, the whole 
structure of this book is insufficiently clear to provide a comprehensive image of 
Japanese business firms Moreover, as chapters tend to focus on Japanese advantages 
rather than weaknesses, it does not seem very persuasive in the present circumstances. 
It 1s rather surprising that only a few years can change the impression of a book. One 
theoretical reason could be related to the decline of internal labour market theory based 
upon firm-specific skills. Are firm-specific skills more important as general skills or 
industry-specific skills? Some articles of this book are based on internal labour theory 
or firm-specific skills model, or to put it broadly, asset specificity theory, even though 
this model is becoming obsolete. 

Nevertheless, this book will be useful for anyone with an interest in Japanese firms. 
The translation and introduction are by Dore and Whittaker and are excellent. Indeed, the 
introduction should be read by anyone who has already read the original Japanese version. 


Meiji University ETSUO ABE 
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CHRISTOPHER HOWE, The Origins of Japanese Trade Supremacy (London: C. 
Hurst & Co., 1996) Pp.xxvu + 471. H/back ISBN 1 85065 221 X, £39.50). 


Professor Howe has written a vigorous and stimulating study of Japan’s foreign trade 
prior to the Second World War. The approach is broadly historical, starting 1n early 
Tokugawa (and even pre-Tokugawa) times, progressing to the opening of Japan to the 
West in the mid-nineteenth century, and then moving to the Meiji Restoration and its 
consequences, and to the inter-war period. The author sees the development of Japan’s 
foreign trade falling into two broad penods, “Trade and the Traditional Economy’, 
roughly from the sixteenth century to around 1890 (four chapters), and ‘Trade and 
Transition to a Modern Economy’, from the 1890s to 1937 (four chapters), and ‘Trade 
and Transition to a Modern Economy’, from the 1890s to 1937 (four chapters). A 
further section covers "The Role of Technology’ (three chapters), and, finally, "War, 
Empire, Trade and Investment’ (three chapters, dealing, respectively, with Taiwan, 
Manchuria, and Japan's involvement in the Chinese textile industry). 

Two features make this a particularly valuable study. First, despite the prominence 
given to the growth of overseas trade in virtually all general studies of Japanese 
economic history, there is a surprising lack of detailed studies of the subject 1n the 
English language. The gap has now largely been filled. The author provides the reader 
with a comprehensive account of changing exports and imports, the balance of 
payments, markets, products, and so on, together with a survey of government 
policies, exchange rate movements, international developments and other factors 
influencing trade. The long time period is commendable, the author emphasising 
Japan's continuing foreign contacts during the two centunes of Tokugawa ‘isolation’ 
Secondly, Professor Howe nicely combines the broad sweep with the specific, the 
latter serving to illustrate and add emphasis to the former. Thus, in a chapter dealing 
with trade policy, the author finds ume to add a few pages on the inter-war experience 
of Japan's electric light bulb industry and on Japan's export penetration in Africa. 

Throughout the book two analytic themes are given prominence: the pervasive role 
of the government in fostering export products and export markets, and the importance 
of technological transfer in the building of export industries. Both factors provide the 
framework for the lengthy discussion of Japan's cotton textile exports from the late 
Meiji period, Professor Howe stressing (contrary to some accounts) the very active 
role of the government in the industry's growth. Shipbuilding is another industry to 
receive particular attention. 

It must be said that the author’s general account of Japan’s foreign trade and the 
factors involved in its growth includes little that is new or surprising. But the wealth 
of detail (drawn from Japanese as well as western sources) and the long time-frame 
make this a most useful and impressive work. More problematical is the underlying 
thesis implicit in the title and alluded to at various times in the text: that Japan’s 
present trade supremacy 1s rooted in past trade performance. There will be many who 
sce Japan's post-1950 growth as very much a product of particular developments after 
the Second World War, political, technological and economic. Simply to note rapid 
trade growth before 1937 cannot satisfactonly explain more recent developments. 
Secondly, there will also be many who do, indeed, look to the past to explain Japan's 
present ‘trade supremacy’. But it is a past going well beyond trade, and involving all 
the various cultural and social factors, as well as economic, brought out by Morishima, 
Dore and many others. 

Readers of the journal will be disappointed at the limited attention paid to the 
export performances of specific companies, and the neglect of business history 
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generally. The Zaibatsu are scarcely mentioned and, surprisingly, the role of the large 
trading companies (soga shosha) is also not considered. 

The book is well presented and contains a number of interesting illustrations. The 
reviewer did note a few slips; for example sugar could not have been more than 100 
per cent of the total imports іп 1873-77 (Table 4.3), while Japan's contacts to Europe 
could not have been via the Suez Canal in Tokugawa times (p.108) since the Canal was 
not opened until 1869 


University of New England MALCOLM FALKUS 


UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT, World 
Investment Report, 1995: Transnational Corporations and Competitiveness (London 
and Geneva: United Nations, 1995. Pp.L + 436. No pnce given). 


Annual reports published by international institutions such as the World Bank and the 
UNCTAD have undergone a transformation. No more are they dull compendiums of 
data and source material which are consulted by a narrow band of readers such as 
doctoral students. In their new incarnation they are analytical reviews of specific 
themes of interest not only to students but also to policy makers. The 1995 World 
Investment Report published by the UNCTAD is a splendid example of the new genre 
of reports from the international 1nstitutions 

The report ıs devoted to an analysis of the contribution of transnational companies 
to the restructuring and competitiveness of economies which host the transnational 
companies (TNCs). It is divided into three parts; Part I reviews global and regional 
trends in foreign direct investment (FDI), part П analyses the role of TNCs in 
restructuring host economies through the provision of resources and markets and part 
III reviews policies towards both inward and outward investment from the various 
countries which are active participants in the international market for FDI. In addition, 
the report provides a wealth of data on inflows and outflows of FDI from various 
countries and a selected list of references 

The two chapters which make up part I of the report provide an exhaustive account 
of recent trends in the flow of FDI to developed and developing countnes, the factors 
which have influenced the observed trends and the prospects for future flows of FDI. 
An attractive feature of the report 1s the discussion of major events and episodes which 
have influenced flows of FDI to particular regions, presented in the form of eye- 
catching boxes. Examples of such boxes which readers would find informative and 
thought provoking are "The Response of TNCs to the Mexican Peso Crisis', and 
'Round-Tripping and Over-Valuation in Chinese FDI’. The latter with its discussion of 
the reasons for the possible overvaluation of FDI in China should serve as a warning 
to students of FDI who blithely use published figures on FDI, without heed for their 
accuracy, in intricate econometric models designed to test a variety of hypotheses 
concerning the determinants of FDI. 

Parts П and III of the report which discuss the contribution of FDI and 
transnationals to economic restructuring and the polices of countries towards outward 
and inward FDI merit careful reading. Here the report dwells not only on familiar 
themes such as the contribution of TNCs to the restructuring of host economies 
through the provision of technology, know-how and markets but also discusses the 
usually neglected broader theme of the significance of international operations for the 
promotion of competitiveness of major investing firms. The discussion of these themes 
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is grounded both in the extensive published literature on TNCs and primary sources 
such as surveys of large companies. The report frequently emphasises the sage advice 
that if countries were to reap lasting gains from restructuring with or without the 
assistance of TNCs, such restructuring has to take place under conditions of openness 
and access to competitive markets and technology. Equally significant is the report’s 
observation that ‘FDI is not a panacea to break out from the vicious circle of 
underdevelopment. Only when development is positively under way do investment 
opportunities really emerge; FDI can then be a catalyst to support the development 
process.’ This 1s sound advice both to policy makers and commentators: who are 
enchanted with the benefits FDI can confer, and to the critics of FDI who are sceptical 
of its benefits. Indeed, chapters six and seven of the report, which provide a detailed 
review of incentives provided by host countries in their bid to attract increased 
volumes of FDI, dwell on this theme in great detail. This last part of the report should 
prove invaluable to policy makers. 

If there 1s a flaw in the report it is that it is much too exhaustive in its coverage and 
in many places, such as its discussion of the distribution of the benefits of R&D 
between the host and home countries of TNCs, it whets the appetite of the reader but 
hardly satiates it. Also missing in the report 1s an in-depth discussion of the concepts 
of competitiveness and restructuring. But then an inclusion of such a discussion would 
have added to an already lengthy report which weighs in at a hefty 436 pages. 


Lancaster University VN BALASUBRAMNYAM 


SANDFORD M. JACOBY (ed.), The Workers of Nations: Industrial Relations in a 
Global Economy (Oxford: Oxford University Press, 1995, Pp.xiv + 231. H/back ISBN 
0 19 508904 9, £27.50). 


This valuable compendium 15 intended to illuminate how the globalisation of 
economic activity is affecting labour in the advanced industrial societies of Asia, 
Europe and North America. It compares and contrasts the experiences of different 
countries in the area of labour relations, mobility, employee benefits and umon density. 
The underlying themes, of how the movement of capital and the transfer of practices 
across countries affects employment and workers and the implications of such global 
developments for national and local institutions, are firmly rooted in each contribution. 
The fact that capital on the whole is more internationally mobile than are workers 1s 
taken up by two detailed studies of capital mobility in the European Community and 
the impact of foreign investment on US industrial relations. Remaining contnbutions 
dealing with industrialisation of South Korea and Mexico, labour and the politics of 
exchange rates, industrial relations 1n France, Italy and United States, wage and benefit 
setting in Europe and the social dimensions of global economic integration identify the 
stress points between national labour and global capital. The material, as the editor 
points out 1n an informative introduction, addresses the essential paradox of the 
existing literature on globalisation, namely that it prefers to treat citizens as consumers 
(for whom the advantages of globalisation are obvious) rather than as workers (for 
whom the benefits are more uncertain). 

The book explores how the global economy has encouraged the international 
diffusion of new forms of work organisation and the strategies nations have pursued 
(from corporatism to voluntarism) to keep their work systems competitive. Tracing the 
interconnections between politics, social institutions and economic performance 1s 
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seldom easy. On a global level it is even more difficult, given that there are a number 
of differing national groupings to consider, such as the corporatist countries of 
northern Europe where high union membership and generous welfare provisions have 
been tested in recent years, countries such as the United States and the United 
Kingdom where unions have been losing influence, a third group including France and 
Italy with strong syndicalist and regional traditions, and finally the east Asian block 
consisting of Japan and a group of newly industnalised countries like Taiwan and 
Korea where government and employers are the key actors, and unionism 1s relatively 
weak and decentralised. In a clearly written preface, the editor identified trends 
common to all of these countries, such as the fear of globalisation undercutting 
bargaining power and the willingness of unions to make their support for regional 
trading pacts such as the EC or the North American Free Trade Agreement conditional 
on the enforcement of strong labour standards in low wage areas. Subsequent essays 
struggle with the problems of sustaining economic and social integration. Economic 
integration may bring higher aggregate incomes in the long run but can undermine the 
very social cohesion which 1s required for yet further economic integration. Readers 
who wonder how Japan can sustain lasting prosperity with its economy 1n a society 
partially closed to the outside world or how a large decentralised nanon such as the 
United States, where business remains suspicious of government and where organised 
labour is weak, can expect to achieve social cohesion, can read this book with profit. 


University of Birmingham WR GARSIDE 


MJ LEWIS and ROGER LLOYD-JONES, Using Computers in History: А 
Practical Guide (London: Routledge, 1996. Pp xui + 248 H/back ISBN 0 415 10311 
8, £45; p/back 0 415 10312 6, £14.99). 


Whenever members of the historical computing fraternity forgather the refrain is often 
heard that what is holding back their project, and 1n particular the teaching of IT and 
quantitative methods to students, 15 the high start-up costs of new courses, part of 
which derives from there being no nuts-and-bolts textbook providing instructions, 
worked examples and, above all, appropriate datasets. The absence of a general 
manual on historical computing has been rectified 1n recent years with high quality 
contributions from Mawdsley and Munck, Greenstein and, representing business 
history, Harvey and Press. Welcome as these volumes are, they all cover a lot of 
ground and in no sense are they course texts. Thus they rarely get down to the 
practicalities of the content, design and management of an introductory course on 
historical computing. This gap has now been filled with Lewis and Lloyd Jones's long 
awaited textbook which builds upon their years of expenence of using spreadsheets 
and DBMS to teach histoncal computing at Sheffield Hallam University (see also their 
Fall 1994 article in History Microcomputer Review on how the matenals contained in 
this book are actually integrated into the curriculum). 

Lewis and Lloyd-Jones use a ‘learning by doing’ approach to introduce students to 
the basics of historical computing, with their text consisting of a series of structured, 
exactly documented, exercises which progress from the very basic (how to switch on 
a computer) through to how to build your own relational database, all with the ultimate 
aim that the book ‘will help you, the student, to become a practitioner yourself’ of 
history and computing. The text divides into three parts. The first consists of two 
chapters directed in tum at the computer rookie and the student who knows little or 
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nothing about histoncal computing. The former is brought up to speed pretty quickly 
and effectively, whilst the latter 1s treated to a bnef exploration of how spreadsheets 
and DBMS can be employed to investigate the past. The second and longest part, some 
five chapters, focuses on spreadsheets and their capabilities. Beginning with a 
discussion of the nature of spreadsheet functions in relation to historical data types the 
student is led through a series of graduated exercises which entail using a variety of 
datasets pertinent to real historical debates. Very full instructions — that 1s, press this 
button, select Options/Analysis Tools/Correlation — are given and implemented for 
EXCEL v4, an industry-standard spreadsheet, though this 1s not its current version. 
The datasets used are all provided in an appendix and students are expected to input 
them, sorting them on their own floppy disks. The third part, consisting of three 
chapters, shifts the focus somewhat from what others have done in historical 
computing to how students can prepare their own database. The exercises are written 
for ACCESS v2, another industry-standard application but this time in its latest 
version, with six datasets provided, one of which is quite substantial (392 records with 
four fields). 

As an off-the-shelf level 1 one-semester unit on historical computing this text will 
find a ready market and nghtfully so. What it does, it does rather well. Moreover, with 
15 wide range of datasets and excellent brief literature reviews of the historical 
problems to be investigated it should also have an appeal to historians of all sorts, 
including business historians who may want to make use of their Manchester cotton 
factories dataset. The reader is warned, however, that there are a few errors in 
exercises and elsewhere which should have been picked up at the editorial stage This 
leads to some more substantive criticisms. First, the statistical capabilites of 
spreadsheets are hardly touched upon. Applications such as EXCEL are now so richly 
featured in this respect that for many there 1s no need for recourse to statistics packages 
such as SPSS. A student would not get this impression from this book, which is 
concemed more with the graphing of data than with its analysis. Secondly, I fear that 
the exercises — no doubt unintentionally — give the impression that an association 
between vanables is synonymous with causation. No notion of hypothesis testing 1$ 
introduced, whilst regression analysis gets no menton, though the correlation 
coefficient does figure in passing. Nor is further reading recommended which would 
introduce students to the real richness of spreadsheets for histoncal enquiry. Thirdly, 
in terms of the stated objective of equipping students to work independently once they 
have completed the exercises, the guidance offered on database design is very partial. 
Thus they are told that with very large sources it will often be necessary to take a 
sample, but no clues are provided on how this might be done. To be fair, the book does 
not aim to be a course in quantitative methods for historians, but nor does ıt provide 
much of a jumping off point for those who want to go beyond the mere presentation 
of historical data to its systematic analysis. In short, we still await someone to rewrite 
Floud's An Introduction to Quantitative Methods for Historians (2nd edn. 1979) for 
the PC age. 


University of Bristol ROGER MIDDLETON 
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DENNIS M Р McCARTHY, International Business History. A Contextual and Case 
Study Approach (Westport, CN: Praeger, 1994. Pp.x1 + 290. ISBN 0 275 94413 1, 
£53.95). 


This book is a development from an undergraduate course in international business 
history, taught by the author during the 1980s. It 1s based on a series of case studies, 
organised into sections on Europe, North America, Central and South America, Africa 
and Asia and the Western Pacific. Each section also contains a brief introduction and 
a concluding ‘vignette’ dealing with issues such as the international regulatory 
framework in each region. One of the book’s central goals 1s to provide an 
understanding of the growth of multinational enterprise in terms of the interaction 
between internal factors — entrepreneurship, structure, and so on — and contextual 
factors such as economic and political environments. 

Reading the opening section, tbe reader is given the impression that the author has 
determined to meet the undergraduate on his or her own terms The style 1s often 
awkward. For example, in the discussion of the Medicis, following a nod towards the 
political environment, we are told that ‘Cosimo had the nght stuff, the right approach 
and was head of the bank at the right ume ... Cosimo had not only the aptitudes but 
also the strength and savvy to put them into practice’. This particular case study seems 
to be solely based upon eight pages of de Roover's 1968 account. Reliance on single 
texts, many of which are now rather dated, is a recurrent feature — reaching absurd 
proportions in the case study of the United Kingdom. Three pages of Alfred 
Chandler’s 1980 Economic History Review article form the basis for the whole study, 
with paraphrasing so close in places that it might have been advisable simply to 
reproduce the original. Maurice Levy-Leboyer and Jurgen Kocha are among those 
who come in for similar treatment. Moving on to the section on Northern America, the 
introductory notes on the rise of large-scale Amencan enterprise neglect Chandler, or 
Wilkins, or any number of texts in this richly researched area and instead cite Walter 
LaFeber's The New Empire of 1963 and a 1969 chapter by Raymond Vernon. There is 
a useful discussion of Internanonal Harvester and Singer in Russia and a critical 
account of the machinations of the United Fruit Company in Costa Rica and 
Guatemala. This 1s a rather one-dimensional selection of case studies, however, 
focusing оп US MNE actvity and ‘developing’ economies only. 

The section on Africa takes a somewhat different tack, as the case study 15 eclipsed 
by a general survey of political and economic developments, almost exclusively 
centred around South Africa and Namibia. Similarly, the section on Asia and the 
Western Pacific contains very general accounts of the role of the state in Japan, the rise 
of the Zaibatsu and a brief sketch of multinational activity. This is followed by a very 
brief series of chapters on Union Carbide and the Bhophal tragedy (based on New York 
Tunes reports); economic development in China; and thoughts on economic 
integration in the Western Pacific. These later sections confirm the overall impression 
that the book promises much more than is actually delivered. The idea is a good one, 
but depth of analysis and a good range of case studies and sources are sadly lacking 
throughout most of the text. The book 1s not cheap either. Students would be better 
advised to stick with John Dunning or Geoff Jones. 


Business History Unit, RICHARD COOPEY 
London School of Economics and Political Science 
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Historical Studies in Industrial Relations (Keele: Keele University Press, Vol 1, 1 
March 1996. Pp.199. ISSN 1362 1572, individual subscription rate £18 p.a., two 
195065). 


The editors of this пем journal have set themselves the ambitious task of reviving the 
apparently fading connections between the disciplines of industrial relanons and 
history. The lack of historical awareness in much recent industrial relations writing 
renders this task at once both important and somewhat daunting. While historians with 
an interest in the employment relationship will undoubtedly welcome this new 
venture, contemporary industrial relations practitioners may be less readily persuaded. 

The maintenance of a distinctive niche for the journal 1s likely to present the 
editorial team with real difficulties. Situated between two disciplines which, as the 
editors acknowledge, find each other’s output increasingly irrelevant, the journal may 
struggle to satisfy both. Moreover, the existence of well-established, often high 
quality, journals in adjacent fields also poses problems. That said, if the editors can 
build upon the high standards established in this first issue, Historical Studies in 
Industrial Relations will soon command the regular attention of readers of this journal. 

This issue contains four articles. The first, by John Saville, offers a thorough re- 
examination of the road to the 1906 Trades Disputes Act. Campaigning co-ordinated 
by the TUC Parliamentary Committee was, for Saville, the most important among a 
range of largely political factors that account for the enactment of this cornerstone of 
modern British labour law. Kevin Whitston adopts a revisionist approach to the 1mpact 
of scientific management upon British industry during the inter-war years. Whitston 
acknowledges there 1s little evidence for the wholesale adoption of Taylorism or the 
Bedaux system, but argues that nonetheless scientific management had a significant 
and tangible impact on the thought and practice of British management. Dave Lyddon 
mounts a telling assault upon the contemporary management panacea of 'lean 
production', 1n a critique of the concept's evidently flimsy historical foundations. In a 
final article, Jim Phillips provides a valuable and thorough analysis of inter-union 
conflict on the docks in the mid-1950s. 

Besides standard academic articles the journal includes three further features. First, 
regular Essays on an undervalued or noteworthy industrial relations text from the past 
In this issue P.K. Edwards offers a thoughtful discussion of Phelps Brown's The 
Growth of British Industrial Relations. This will surely prove to be a popular section. 
Second, contemporary works are discussed in a shorter Review Essay; here Peter 
Ackers reviews recent publications in mining history. And, third, a Research Note by 
David Watson examines the experience of black workers in London during the 1940s. 
In future issues we are promised a Discussion and Comment section for replies to 
articles and more speculative pieces Finally, the editors are to be congratulated for 
allowing contributors to the Book Reviews section to write at length and append 
footnotes where necessary. The whole is well produced and, 1n terms of variety of 
format, quality and volume, represents good value. 

The one slight disappointment 1s that this first volume focuses very largely on 
British industnal relations history. It is hoped that the editors can meet their 
commitment to broaden the perspective 1n subsequent issues. 


Manchester Metropolitan University TONY ADAMS 
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MICHAEL CHATFIELD and RICHARD VANGERMEERSCH (eds.), The History 
of Accounting: An International Encyclopaedia (New York and London: Garland 
Publishing, 1996 Pp.xxv + 649. ISBN 0 8153 0809 4, $95). 


This encyclopaedia has the commendable aim of providing historical background for 
accountants grappling with contemporary problems in accountng, whether they are 
researchers ın public practice or large corporations, or academics or students. It can 
thereby contribute to weakening widely held myths that current deficiencies in 
accounting and attempts at their correction represent entirely new problems and 
solutions. It can bring a welcome understanding that almost all current controversies 
are versions of perennial problems, such as accounting for overhead costs or inflation 
accounting. The American editors have written the majonty of the more than 400 
entnes, with the result that their research careers ın the history of accounting thought 
are reflected in the encyclopaedia. Around 150 other authors, almost exclusively 
academics, have each contributed an entry or two. Of these approximately 35 are from 
outside the USA, their role in most cases 1s to provide country-specific expertise for 
the history of accounting in Germany, the Netberlands, Poland, China and elsewhere. 
Many of the entries, which are arranged alphabetically, are substantial essays, while 
each 1s supported by suggestions for further reading. Cross-references make it easy to 
follow a particular line of enquiry through several entries covering both people and 
institutions, though inevitably some repetition occurs across entries. The index of 
names and subjects appears comprehensive; the entries themselves are clearly written 
and jargon-free. Consistent with explaining the development of accounting thought 
and the influence of one worker on a subsequent generation, biographical entries are 
numerous. They include a couple of dozen living authors, many of whom are stl in 
senior posts. Prominent among the Amencan examples is H. Thomas Johnson, author 
of Relevance Lost: The Rise and Fall of Management Accounting (1987); the British 
examples are Anthony Hopwood, Robert H. Parker and Basil Yamey. Other types of 
entry cover institutions and topics in accounting, the latter ranging from bookkeeping 
matters like 'trial balance' to borrowing of economic concepts 1n order to develop 
accounting theory; agency theory 1s a good example of such borrowing. The 
information provided can be further split into two categories: the history of accounting 
from the Roman empire onwards, and surveys of recent developments which lead on 
to the current state of affairs. 

Three aspects of the encyclopaedia of interest to business historians can be 
idenufied. Anyone concerned with the development of the professions can trace the 
emergence, especially in the USA, of accounting professional bodies and education, 
and subsequently of management consultancy (see, for example, the biography of 
Arthur Andersen). Secondly, the entries include defininons of terms which have been 
used in widely differing contexts over long time spans and which have sometimes 
(though decreasingly so) proved troublesome to historians; cases in point are ‘capital 
account’ and ‘journal’. The third aspect arises from the preponderance of entries on the 
USA. The encyclopaedia brings together a considerable body of material on the USA 
which is not otherwise readily available to readers in the UK. For the business 
historian who is a non-specialist as regards the USA there are entries on such topics as 
taxation, railroad accounting and the Securities and Exchange Commission. 

One criticism can be levelled at the encyclopaedia; this concerns an exception 
relating to Bntain to the rule of finding country specialists for the non-US entries. 
While the choice of author for the Institute of Chartered Accountants 1n England and 
Wales was appropriate, the author of the entries both on the institute's examinations 


BOOK REVIEWS 159 


and on the Chartered Institute of Management Accountants (CIMA) displays 
inadequate understanding. He does not make it sufficiently clear that training for 
accountancy examinations is not carried out 1n England by universities, but rather by 
private sector tutors who are normally paid not by trainees themselves but by 
accounting firms who employ trainees. Omission of the Institute of Chartered 
Accountants in Scotland is also unjustifiable. More seriously, the CIMA entry 
misleadingly implies that its members can undertake statutory work as individual 
registered auditors; they can in fact merely be employees of firms of Chartered 
Accountants. Apart from this criticism the editors are to be congratulated for 
encouraging interest in accounting history through a publication which 1s the first of 
its kind. 


University of Reading JUDITH WALE 


CELIA LURY, Consumer Culture (Cambridge: Polity Press, 1996. Pp.vii + 273; illus. 
H/back ISBN 0 74561440X, £45; p/back ISBN 0 745614418, £13.95). 


Written as an introductory text, Consumer Culture is aimed particularly at students of 
sociology and media and cultural studies. It offers a synthesis of the major debates 
currently surrounding the nature and role of consumer culture in modern societies, 
arguing that consumer culture should be seen as a particular form of material culture. 
Central to the study 1s the belief that consumption is a cultural as well as an economic 
phenomenon, and that participation 1n consumer culture is not restncted only to those 
with the financial resources to actually purchase goods for themselves. 

The emphasis is firmly on contemporary consumer culture, although some 
historical material, notably on advertising, 1s included. Business enterprises and their 
activities are clearly part of the picture, but they remain as shadows in the background 
of a stage filled with those who buy and use what they produce or provide. Chapters 
two and three examine explanations for the increase in consumer demand and the 
emergence of contemporary consumer culture. Here the emphasis is on material 
possessions as carriers of meaning and as images and signs to be engaged with, and on 
consumption as a dynamic process of conversion and reappropriation not just as the 
end point of a process of production. Lury argues that contemporary consumer culture 
15 characterised by increasing stylisation or aestheticisation, and that it has been 
increasingly structured by the symbolic attributes of goods. After outlining a number 
of accounts of the relationship between class, the market and consumer culture the 
subsequent four chapters address the significance of the new middle classes, gender, 
race and youth to the making of consumer culture. This discussion points to the ability 
of subordinate social groups to influence the development of consumer culture, 
suggesting its relative autonomy from dominant structures of economic and social 
power. The final chapter focuses on the individual and on the implications of consumer 
culture for self-understanding, social belonging and politics, arguing that consumer 
culture provides new resources with which individuals can shape their own identities. 
Throughout the main text is supplemented by images and extracts from the media, 
popular culture and scholarly writings intended to promote the active engagement of 
the reader in the very processes which are being described. 

Although this is clearly not a book aimed at the business historian, and it certainly 
uses an unfamiliar language to describe the activities of business enterprises, ıt may 
nonetheless appeal to those whose interests in the field have led them towards the 
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increasingly popular and mult-disciplinary terrain of the study of consumption Its 
clarity of presentation and clear synthesis of much current work on the sociology and 
anthropology of consumption makes this accessible to the non-specialist researcher as 
well as to the intended student audience. How much of this can, or will, be taken and 
used to ennch histoncal accounts, particularly those of business historians, must 
remain a matter of debate, hinging on the extent to which consumption is regarded as 
both an economic and a cultural phenomenon. 


University of Leicester SALLY M HORROCKS 


PETER MATHIAS and JOHN A DAVIS (eds), The Nature of Industrialization. 
Vol.3, Enterprise and Labour: From the Eighteenth Century to the Present (Oxford: 
Blackwell, 1996. Pp.214 H/back ISBN 0 631 17407 9, £40). 


The papers in this collection, now revised and expanded, were first delivered to a 
University of Warwick summer school 1n 1987 (sic). They were intended to present 
overviews and summaries of current knowledge, rather than efforts to strike out into 
onginality, and most contributors have kept to that brief, though the width of coverage 
varies a good deal. 

The widest limits are set in two elegant papers by Peter Mathias, covering 
enterprise and labour, respectively, in late eighteenth-century Britain. For 
entrepreneurship in the early stages of the industnal revolution, the importance of 
personal knowledge, family connections, especially for minority groups, and networks 
generally are stressed. Labour, as always, proved too varied in terms of skills, level of 
payments and types of employment to permit many safe generalisations. The treatment 
18 traditional throughout. there 15 no attempt to follow the twists and turns of recent 
econometnc debates on incomes or wages. Two other contributions refer to British 
developments: Pat Thane provides a well-balanced account of female labour between 
c. 1870 and 1918, while Richard Whipp turns out to be the odd man out, not only by 
offenng a micro-study, of labour relations in the potteries in the early twentieth 
century, but also by controverting current orthodoxy, arguing that these were anything 
but peaceful. 

For France, Roger Magaw describes the relationship between the state and labour, 
1871-1939 Some of the peculiar features of French labour organisation before 1914 
were denved from state repression on the one hand, and a labour shortage on the other 
After 1919 French unionism suffered from political and religious splits, while the 
Popular Front period, only briefly alluded to here, was too short to make much 
difference. John A Davis, pondering the recent Italian economic successes against the 
traditional low esteem 1n which that county's entrepreneurs used to be beld, concludes 
that they have always been both able and rational, given their circumstances. Stephen 
Salter, in what 1s one of the best essays 1n this collection, attempts a summary of Nazi 
labour policies and their effects in the restless conditions, first of high unemployment, 
followed by full-employment rearmament and finally wartime labour shortage. 
Dogma and repression, he finds, did not prevent an extensive modernisation of 
German industry in the penod 1933—45. 

Two essays range outside Europe. Takao Matsumura, in another fine essay, sets 
some of the myths regarding the permanent and seniority-based employment system 
in Japanese factories into their true perspective. Far from expressing a national 
tradition, these features were a rational response of management to conditions 1n the 
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1920s and, in any case, never covered more than a fraction of employees within the 
surviving Dual Economy; nor, he might have added, did they stand up well to the 
pressures of the recent recession. Lastly, Р.К. Edwards seeks to pick out the main 
features of the Amencan labour market in the period 1920-85. Formal trade union 
contracts, he finds, mattered less than is generally assumed, and negotiations at the 
actual workplace mattered more. 

The contributors, it is evident, kept closely to their brief of treating either labour or 
entrepreneurship, and each, in their different ways, covered an interesting aspect of 
their country’s history; yet, somehow, the volume does not hang together. What 
emerges clearly is that even within each country, entrepreneurs as well as labour and 
its Organisations were too varied to be captured by simple classification. On an 
international level, common features would be even more difficult to discern. 


University of Sheffield SIDNEY POLLARD 


GEERT DUYSTERS, The Dynamics of Technical Innovation: The Evolution and 
Development of Information Technology (Cheltenham: Edward Elgar, 1996. Pp.x + 
258. H/back ISBN 1 85898 400 9, £45). | 
In this book Gert Duysters explores the evolution of complex industrial systems over 
time in which technological changes, market and industry structures and firm 
(especially innovation) strategies constitute a dynamic interactive framework. As the 
main engine for change within Information Technology (IT) is technological progress, 
Duysters in particular finds it relevant to search for an understanding of how the 
evolution and development of industrial systems within IT are affected by broader 
technological evolution. 

While presenung an articulate state-of-the-art depiction of the literature in this field 
of research, and recognising that mainstream economic models are less than adequate 
for dealing with the complexity of firms and the growing impact of technology as well 
as dynamic patterns of change and instability, Duysters develops an integrated 
evolutionary framework based on two distinct schools of thought: (1) evolutionary 
economics (which concentrates on cumulative, incremental and path-dependent 
aspects of evolutionary changes) and (її) organisational ecology (which focuses on the 
evolution of organisations of a particular type). Duysters’s approach is especially 
inspired by biological analogies in which he links specific Organisations to particular 
changes in business environmental conditions. As he recognises that the entities (that 
is firms) in social science can learn from their environment (unlike in nature) and are 
thereby able to adapt (although only within restricted boundaries) he properly applies 
a Lamarckian (not a neo-Darwinian) approach. 

However, the book operates with a very stylised distinction between product and 
process innovation, in which it is suggested that product innovation leads process 
innovation. Whether such a distinction 1s valid (and thus able to tell a reasonable story) 
really depends on the industry in question and depends on how narrowly he defines the 
product. Hence, the results based on this particular distinction are heavily dependent 
on his specific assumptions. More interestingly Duysters also integrates into his 
analytical framework some ideas from strategic management, Organisation theory, 
industnal economics, international business and new institutionalism. A current 
interpretation of the modem philosophy of science which suggest the existence of 
scientific paradigms has recently been constructed by economic institutionalists who 
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group radical technological discoveries into technological paradigms, which define the 
technological opportunites for new innovations including some basic procedures on 
how to exploit them. Thus, Duysters’ quite distinctive theoretical framework became 
broad in its scope rather than narrowly focused. This also applies to the wide range of 
areas covered in a number of hypothesis which are addressed 1n the book. 

The integrated theoretical framework is first applied to an historical analysis of 
three IT industries (computers, telecommunications and semiconductors). The full 
history of the market and technological evoluton of these sectors is here sufficiently 
examined with detailed reference to different micro-actors. Although this study 
considers the histoncal period from 1850 onwards, the in-depth empincal analysis of 
technological and market convergence, strategic technology partnering and 
globalisation which subsequently follows 1s appropriately restricted to the recent 
penod. This empirical analysis is based on patent data compiled by the European 
Patent Office (EPO) and strategic technological alliance data from the Maastricht 
Economic Research Institute on [Innovation and Technology (MERIT)'s Cooperative 
Agreements and Technology Indicators database (CATT). 

Due to the broad scope of the book it 1s umpossible here to list all the detailed 
results, but some of the main conclusions ought to be mentioned. The evidence 
supports the common view within evolutionary economics that not all entities (that is, 
firms) are equally competent in adapting to new technological opportunities, as firms 
differ with respect to their dynamic technological capabilities This is due to the 
localised nature of technological development which creates a variety in the 
competencies of firms, which again is influenced by their past internal collective 
learning processes, inherited routines and expertise. Since changes in technological 
expertise and routines only occur gradually and within certain boundaries over time, 
each firm becomes locked 1nto some specific paths of development. Hence, it 1s the 
differentiated component of technology which defines firms' potential for growth or 
for surviving the selection process when a new technological paradigm emerges. 
Hence, the book certainly provides evidence that history matters when understanding 
the dynamics of technological innovation. 

Although it is now commonly argued by evolutionary economists that new 
technological paths and paradigms do not necessarily destroy old ones but 
complement and extend them (cf. the notion of ‘creative accumulation’), Duysters 
goes back to Schumpeter’s notion of ‘creative destruction’ ın which he, when 
investigating the evolution across paradigmatic shifts, argues that technological 
changes mainly destroy existing industry structures and create new ones, and that new 
technological paths mainly are tnggered by substitute-technologies. 

At the organisation level, Duysters finds that the rationale of strategic technological 
alliances, which are found to increase over time, 18 to a lesser extent used to gain 
market access (as conventionally argued), but that they increasingly play an 1mportant 
strategic role for other factors such as the globalisation of markets, convergence of IT 
technologies and rapidly increasing R&D costs in combination with shorter 
technology and product cycles 

His research also suggests that the IT 1ndustries, which often generally are referred 
to as being 'globalised', are found not to be so in terms of their technological activities, 
and that the majonty of firms still have a number of ‘national’ characteristics, in which 
firms seem to be still basically influenced by the social, cultural, and technological 
conditions under which they are established. This is found to be especially true for 
Japanese and US companies but to lesser extent for European. This supports the view 
suggested in the growing literature on ‘national systems of innovation’. 


ry 


BOOK REVIEWS 163 


Although the empirical evidence 15 not always convincing, and some of the 
fundamental assumptions can be criticised, this book is certainly worth reading as it 
addresses key issues in the areas of economics of technology and innovation 
management as well as international business. 


University of Reading HANNE BIRGITTE ANDERSEN 
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Abstracts 


The Construction of Cost Accounting Systems in Britain to 1900: The 
Case of the Coal, Iron and Steel Industries, by Trevor Boyns and John 
Richard Edwards 


Research into the development of costing systems during the last 20 or so 
years has begun to challenge the previously widely held view that little by 
way of progress was made before the end of the nineteenth century. Much 
of this later research, however, did not include consideration of 
developments between c.1830 and 1900. The paper does two things: it 
attempts to fill this gap by presenting the results of our recent archival 
research into costing systems used by British companies in the coal, iron 
and steel industries and, in the light of this and other work, suggests that a 
new conventional wisdom as to the development of accounting systems in 
British industry in the nineteenth century needs to be adopted by historians. 
In particular, we find that the widely held view that cost and financial 
accounting had separate roots is not supported by the evidence, which 
instead shows that British managers in the industries examined developed a 
system of integrated accounting to help them manage businesses that were 
becoming increasingly larger and more complex. Furthermore, despite the 
lack of any significant discussion of the problems faced by businessmen 
within the accounting literature until the end of the nineteenth century, there 
was a significant degree of diffusion in key areas of accounting practice. 
Such areas included the preparation of cost sheets to establish departmental 
costs of production, the apportionment of overheads to identify total cost, 
and the use of transfer prices to track the movement of goods between 


departments. 


Learning to do Business in China: The Evolution of BAT’s Cigarette 
Distribution Network, 1902—41, by Howard Cox 


This article traces the development of BAT’s cigarette distribution network 
in China. It demonstrates that BAT utilised the connections that expatriate 
managing agencies had developed with Chinese merchants in the treaty port 
economy of Shanghai during the late nineteenth century, and shows how 
these linkages were subsequently developed into a distribution network to 
serve the whole of China. The keys to the success of BAT’s selling 
Organisation in China lay in two main areas of competence: first, the 


company’s ability to develop accounting and credit contro] systems that 
both monitored its cigarettes and minimised the risk of bad debts; and, 
secondly, in its ability to foster competition within its own sales teams by 
creating parallel distribution mechanisms throughout much of China, in 
particular through the creation of a joint venture with the Chinese-run Wing 
Tai Vo Corporation. By the 1930s BAT’s products were widely available in 
China, despite the upheavals that acted to undermine the development of a 
national market there. 


The Impact of the International Tin Restriction Schemes on the Return 
to Equity of Tin Mining Companies, 1927—39, by John Hillman 


This article reviews some of !the debates that emerged around the 
cartelisation of the tin industry during the 1930s, by analysing the rates of 
return realised by shareholders in tin mining companies. The claim that the 
tin cartel used its market power to raise prices excessively is questioned by 
comparing the rate for tin equities with other forms of investment 
Comparisons within the industry show that the companies associated with 
Anglo-Oriental, the group that was responsible for the formation of the 
cartel, were not especially dependent on the cartel for their survival. As a 
result, the cartel is considered to be a solution to a problem of collective 
action on the part of all tin companies. 


The Rise and Progress of John Brown Engineering 1966—97: US 
Technology, Scottish ee Capital, by Sam McKinstry 


This article undertakes an interdisciplinary examination of the 30-year 
history of John Brown Engineering Ltd, which was formed out of the engine 
works of John Brown’s shipyard at Clydebank. It seeks to identify the 
reasons for its creation and survival. The principal factors identified relate 
to its membership of an English-based group of companies and the way in 
which it was managed by the group, together with its almost complete 
dependency on commercial/technological agreements with General Electric 
of the United States. 


The Construction of Cost Accounting 
Systems in Britain to 1900: The Case of the 
Coal, Iron and Steel Industries' 


TREVOR BOYNS and JOHN RICHARD EDWARDS 
University of Wales, Cardiff 


Writing in 1952, David Solomons noted that, as late as 1880, virtually 
nothing had been written in England' on the subject of cost accounting 
generally and, therefore, the use of cost accounting in an industrial setting? 
Whilst conceding that English practice might have been in advance of 
theory at that time, he considered that ‘all signs point to a lack of interest 
among industrialists in the application of accounting to industrial 
processes’. He thus saw a need for ‘first-hand studies of the industrial 
accounts of the period to enable us to judge what practical men were doing, 
and to compare it with the impression of feebleness which is conveyed by 
contemporary accounting’.* This paper addresses the following two inter- 
related matters, namely the nature of the costing practices employed by 
industrial companies in the pre-1900 period, and the relationship between 
the cost accounting literature and actual bractice. The analysis is based on 
research undertaken into the accounting erchives of 15 companies engaged 
in coal mining, iron production and, in some cases, steelmaking in various 
parts of Britain.’ 

The results of this research, taken in conjunction with those of other 
historians over the last 20 or so years, are found to have important 
consequences for previous assessments of the contribution of accounting to 
Bnitish managerial development in the nineteenth century. In particular, it 
has important implications for economic and business historians concerned 
with a number of issues, but especially those related to management 
decision making in Britain during the nineteenth century. Wilson,* in his 
pioneering business history text, notes that the results of recent research into 
costing by Fleischman and others do not tally with the traditional 
assessment of the contribution of cost accounting. He recognises a need to 
re-evaluate the position, but concludes that the complete picture remains 
unclear and that further research is required. Thus, whilst he acknowledges 
the need to modify the conventional wisdom, he is less clear about whether 
there is a need for it to be completely re-written. 
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Much of the overall story Wilson relates in regard to costing in the 
nineteenth century is based mainly on texts that were written over 20 years 
ago, and often much earlier. Furthermore, the material cited, whilst giving 
detailed consideration to developments both during the Industrial 
Revolution and at the end of tbe nineteenth century (the latter focusing on 
the development of scientific management, particularly in America), tends 
to ignore the intervening period between c.1830 and the 1880s. Thus the 
conventional wisdom, which was developed by writers such as RS. 
Edwards and David Solomons (both accounting history) and Urwick and 
Brech and Pollard (management history), still exercises an important hold 
over present-day historians. The aim of this paper, therefore, is to challenge 
the traditional view, to set out clearly a new conventional wisdom, and to 
examine the implications of this re-assessment for both accounting and 
business historians. 

The paper is divided into four sections. Section II briefly recapitulates 
the conventional wisdom as expressed principally within the accounting 
literature regarding the development of cost accounting up to 1900. Section 
III focuses on the ways in which business historians have assessed the role 
of accounting in business management up to 1900; section IV presents the 
results of archival research into the construction of cost accounting systems 
and re-examines certain aspects of the development of cost accounting in 
the light of our findings. We present our concluding remarks as-section V. 


II 


The traditional view of the development of cost accounting theory in 
Britain, from the perspective of accountants, was laid down by Ronald S. 
Edwards’ and David Solomons.’ These show that just eight English 
language texts focused on aspects of cost accounting prior to the costing 
renaissance which is seen to commence circa 1870. These were: John 
Collins (1697), James Dodson (1750), Wardhaugh Thompson (1777), 
Robert Hamilton (1788), Frederick William Cronhelm (1818), George 
Jackson (1836), Frederick Charles Krepp (1858) and Joseph Sawyer 
(1862). 

Collins demonstrates the application of double-entry bookkeeping to the 
internal transfer of raw materials employed in dyeing from a stock account 
to a process account.” Dodson’s and Thompson’s comments (relating 
respectively to a shoe-maker and a thread-hosiery) are confined to recording 
the transfer of goods by merchants to households under the domestic system 
(requiring calculations of the cost per unit transferred to be made), while 
Cronhelm illustrates internal transfers within a woollen cloth manufacturer, 
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but in terms only of physical quantities." Jackson emphasises the need to 
open a manufacturing account to record resources consumed, including 
transfers of raw materials from the stock account, Krepp argues for the need 
to maintain books for raw materials and finished goods in terms of 
quantities and values,” while Sawyer reflects on the appropriate method of 
costing transfers of hides in the process of tanning. Hamilton devotes a 
section to manufacturers’ accounts and draws attention to the need to keep 
process accounts in such a way as to reveal the gain or loss at each stage, 
but he does not illustrate how this might be done.” 

This lack of attention to costing matters in the voluminous accounting 
literature’ published up ta the 1870s reflects the fact that it focused 
principally on issues of financial control, an end which determined an 
overriding concern with recording transactions between the firm and 
outside parties. Solomons’ seminal paper, which builds on the earlier work 
of R.S. Edwards, does speak of accounting being ‘concerned with bringing 
the records of industrial activity within the compass of double-entry book- 
keeping, and of extending the scope of that system to cover transactions, 
such as the transfer of materials from process to process within a business'," 
but he presents no evidence to support this view of accounting's progress. 
Certainly no evidence is provided of a single system in use and, as already 
noted, Solomons believed that no writer before Cronhelm (1818) made any 
attempt to demonstrate how internal transfers might be recorded.'* We can 
therefore conclude that Solomons demonstrates an overwhelming concern 
in the literature, up to the 1870s, with what we would today describe as 
aspects of financial rather than cost accounting." 

Cost accounting, therefore, was considered by R.S. Edwards and 
Solomons to have remained very much in its infancy in Britain prior to the 
1870s. According to Solomons, however, 'The last three decades of the 
nineteenth century were marked by what can only be described as a costing 
renaissance in the English-speaking world. In the 1880s and 1890s a 
growing number of writers on costing explained "new" ideas.'' This 
'costing renaissance' is seen as having been characterised by a change of 
emphasis in cost accounting from cost recording (finding) to cost control. 
R.S. Edwards had earlier argued? that most of the problems discussed in 
modern texts (that is, c. 1937) were dealt with by various writers in the late 
nineteenth and early twentieth centuries, with very little new being added to 
theory thereafter. Whilst Solomons agrees with this view of the literature, he 
does point to the fact that during the period 1910—50 'great strides were 
made in converting ideas into widely adopted practice’ .? 

The lack of a cost accounting literature in Britain prior to the 1870s is 
puzzling given the country's predominant position in the industrialisation 
process, particularly in contrast to France, where cost accounting for 
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industrial activities developed relatively strongly, both in the literature and 
in practice, during the 1820s and 1830s.” There may be important cultural 
and social factors at work here, of course, which include attitudes towards 
tbe authorship and reading of books, and the prevailing system of education, 
but these are beyond the scope of this paper. More germane to this study is 
the perceived linkage between the accounting literature and accounting 
practice. The work of R.S. Edwards and Solomons contains an implicit 
assumption that there is a strong relationship between the two. A priori, 
however, there is the possibility that, with financial issues being, or 
perceived to be, the main concern of accounting by those writing texts, the 
literature focused almost exclusively on this area. A review of the 
accounting literature alone, therefore, may have led R.S. Edwards and 
Solomons to reach erroneous conclusions regarding the nature and extent of 
cost accounting during the nineteenth century. 

There are other possible reasons why the existence of earlier cost 
accounting practices may have for long remained hidden from historians. 
One is that internal cost accounting records may have less readily survived 
the passing of time than have financial accounting records. Another is that 
cost accounting exercises were initially undertaken quite separately from 
the financial accounting function, and that historians are perhaps looking in 
the wrong place for their evidence. These possibilities may of course be 
interrelated, with costing techniques initially emerging in a less robust form 
than the bound ledgers usually associated with the financial accounting 
function. 

These ideas receive some support from the existing literature. Urwick 
and Brech,” for example, see a separation between the financial and costing 
functions as a possible consequence of the divorce which arose, during and 
after the Industrial Revolution, between the production and commercial 
activities of business. Rapid technological change, with its requirements for 
large amounts of fixed capital and its emphasis on engineering, is seen to 
have Jed to a concern with production control which was met through the 
development of costing. These costings, however, are judged to have 
become separated from the commercial activities of buying and selling, the 
control of which had already become the province of what would today be 
termed financial accounting. There is an implicit line of argument here 
which postulates that costing methods were developed outside of the 
double-entry system which was the bed-rock of financial accounting. These 
ideas receive support from the accounting literature where Solomons 
(1952), R.S. Edwards (1937), Wells (1977)? and Locke (1979)" suggest that 
one of the achievements of the late nineteenth century and early twentieth 
century was to bring costing within the main accounting function. 
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R.S. Edwards and Solomons concentrated their attention on the literature, 
but writers in related fields, particularly those concerned with the 
development of management science, have also paid attention to known 
cost accounting practices. The two main works published in this field since 
the Second World War, authored by Urwick and Brech (1948/49) and 
Pollard (1965),? are now somewhat dated, and the examples upon which 
their assessments were based have been materially added to by recent 
research in accounting history. It is nevertheless of interest to examine the 
findings and interpretations of these architects of the conventional wisdom, 
which continues to hold sway in the business/economic literature, in the 
endeavour to see how they might be reconciled with subsequent research 
and to enable a more fundamental reappraisal of their conclusions. 

Urwick and Brech, in their work on the development of scientific 
management, specifically noted the case of Boulton & Watt’s Soho Foundry 
at the beginning of the nineteenth century, where accounting seems to have 
played a major role in the development of management techniques.” Indeed, 
given the absence of anything remotely recognisable as management 
science during the Industrial Revolution period, and for much of the 
nineteenth century, Urwick and Brech went so far as to argue that “The 
history of control in management is the story of the evolution of accounting 
and cost accounting’.” According to Pollard, however, businessmen in the 
Industrial Revolution did not consider that the art of accounting, or any 
other aspects of management science, could do anything to help them, since 
the key to success was seen to lie in technology." 

Pollard's The Genesis of Modern Management (1965) — a study of the 
development of management during the Industrial Revolution — remains 
perhaps the most wide-ranging investigation of the historical role of 
accounting in business affairs. Although he argues that the generalisation of 
accounting developments in Britain during the Industrial Revolution is 
‘virtually impossible',? this does not discourage him from drawing certain 
broad conclusions. He notes four key developments in accounting during 
the Industrial Revolution period: (1) the adoption of regular, periodic 
returns; (2) the use of accounting for practical purposes such as the 
preservation of liquidity and the detection of error and fraud; (3) the use of 
accounting techniques to cost business activities and aid management 
decisions; and (4) the determination of total costs and profits of a firm. 
Given his concern with the development of management, Pollard sees (1) 
and (2) as being of minor importance, compared to the development of 
accounting as a management aid." In relation to (3), Pollard sees two factors 
contributing to the development of costing: an already existing mercantile 
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practice upon which businessmen could draw; and the fact that it solved 
some immediate practical problems. 

Pollard expresses some surprise at the quality of ex ante cost estimates 
made in this period. His statements that they were often based on wild 
guesses and that they represented ‘the highest forms of accounting of which 
records have survived’,” however, are either contradictory or represent а 
scathing criticism of all other forms of accounting for which records have 
survived. Pollard finds such ex ante cost accounts, and also ex post 
accounts, to be generally reliable, but notes that the latter comprised only 
'partial' analyses (for example, direct unit cost calculations), and when it 
came to a general analysis of total costs, they were often primitive and 
potentially misleading." Pollard concludes that costing developments were 
embryonic and hesitant and, though 'the rationalization of management 
through accountancy and audit was stirring',* it was only a faint stirring 
with accounting used minimally to guide businessmen in their decisions 
and, even then, its guidance was often unreliable.” 

Despite known attempts by Boulton & Watt (Soho foundry), Wedgwood 
(Etruria), John Marshall (flax spinner) and some London breweries” to use 
accounting to aid management decisions, Pollard is convinced, as others 
have been, that its success in this regard is a phenomenon confined to the 
twentieth century. The explanations offered for the delay are that there was 
little need for cost accounts during eras in which competition was either 
virtually non-existent, since concerns enjoyed a monopoly or quasi- 
monopoly position, or were so strong that the only course of action for a 
business was to match costs with market-determined prices. In the latter 
case, as in the former, he argues that 'exact costing by individual firms was 
almost equally unnecessary'." His overall conclusion is that at the end of 
the Industrial Revolution period, although ‘various methods had been tried 
out and in several cases practised for lengthy spells, ... no acceptable 
improved system had emerged, and there was no new systematized 
technique developed in parallel with new techniques in the production 
field'." 

Pollard's conclusions may be contrasted witb those of Urwick and 
Brech, who attribute the lack of attention to costing issues in the accounting 
literature to a desire to retain secrecy over methods employed, and/or to 
manufacturers concentrating their attention on technical problems of 
production. Thus, for them, one possible explanation for the separation of 
costing from (financial) accounting was the separate development of the 
engineering (production) and commercial functions of business.” If Urwick 
and Brech are correct, the development of the production function through 
technological change should have been accompanied by a wider 
development of cost accounting, particularly in Britain, where new 
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production techniques were introduced more rapidly than in any other 
country during the Industrial Revolution period. 

Urwick and Brech were obviously influenced by the work of R.S. 
Edwards, as were the research and findings of Pollard, who also drew on the 
work of Solomons.* We have seen that there are important differences in the 
type of evidence consulted by these scholars, but their conclusions, building 
upon one another, are broadly consistent. R.S. Edwards, Solomons and 
Urwick and Brech note the dearth of a cost accounting literature prior to 
1870, whilst Pollard has argued that this was an important factor in 
determining the lack of any significant developments in cost accounting 
practice before the 1830s. Pollard, unlike R.S. Edwards and Solomons, 
relied not on the literature for his generalisations, but on business records. 
He was well acquainted, for example, with the archives of the Crowley iron 
empire of the eighteenth century, the Soho foundry of Boulton & Watt from 
1796, the South Yorkshire ironworks partnerships, and Earl Fitzwilliam's 
tar works." Nevertheless, the archival evidence upon which Pollard based 
his conclusions was quite limited. 

The conclusions reached by Pollard for the period up to c. 1850 have 
already been the subject of criticism," based on primary research which it 
should be acknowledged has been undertaken since Pollard published his 
pioneering мож.“ Even more recent publications have added strength to the 
idea that costing systems were possibly in widespread use within at least 
certain sectors of British industry by the middle of the nineteenth century” 
and, moreover, that they were used to reach important strategic decisions.“ 
These researches are therefore helping to address Payne's concern“ that, 
whilst all too little is known of business organisation and control in the 
Industrial Revolution period, we know virtually nothing about the practices 
employed during the Victorian era. 

Despite this recent body of research in accounting history, modern texts, 
with the exception of Wilson, and even then only to a limited extent, still 
largely espouse the 'traditional' conventional wisdom or ignore the issue 
altogether." One possible reason for this may be the lack of exposure of text 
writers to the results of this research, or because the plurality of 
methodological approaches employed has made it difficult for them to sort 
out the wheat from the chaff. In her otherwise admirable survey of the 
different methodological approaches — traditional, neo-classicist, Johnson 
and Kaplan, labour process and Foucauldian — Loft" does not attempt to 
present a new, consensual view of the development of accounting. Whilst it 
is unclear whether she would still wish to defend the statement made in an 
earlier paper that 'generally, conditions [up to the First World War] in 
Britain were not favourable to the emergence of sophisticated costing 
systems’,” the editors of the volume in which her later piece appears, 
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Ashton, Hopper and Scapens, feel able to reiterate the view that cost 
accounting only really took off at the end of the nineteenth century, and was 
then rapidly overtaken by events in America: 'Despite the pioneering work 
of British engineers and accountants in devising cost systems at the turn of 
the century, the "application" of such systems had been slow in Britain, 
compared, say, to North America.'? The view, also echoed by Johnson and 
Kaplan, who largely base their arguments upon Chandler's work, that major 
advances in costing are linked to the scientific management era and the 
growth of big business in America, continues to be perpetuated in major 
British texts on cost and management accounting, such as that of Drury! 

Before the broad thrust of the conventional wisdom relating to the whole 
of the nineteenth century, as espoused by R.S. Edwards, Solomons, Pollard, 
and Urwick and Brech, can be accepted or overturned, there would appear 
to be at least two avenues of research which need to be explored. First, a 
more widespread search of the literature (for example, one covering also 
engineering, economic and business sources) to see whether issues of cost 
accounting were the subject of discussion, with ideas and practices possibly 
developed in related disciplines connected to production management. 
Second, a more thorough examination of surviving business records. We 
focus our attention on the latter task in section IV. 


IV 


A key question raised in section II concerns the relationship between the 
cost and financial accounting systems. We attempt to shed light on this 
matter, below, with the section entitled 'Integration of Financial and Cost 
Accounts’ examining whether or not costing records were developed 
independently from the main accounting system based on double entry. 
Aspects of the costing systems found within the 15 companies studied are 
then explored. The matters examined are relevant indicators of the 
sophistication and potential usefulness to management of the systems 
investigated. They are: "The Nature of the Cost Records', where we 
consider the period covered by the cost records, and the structure and 
content of those cost records; and “Transfer Pricing and Departmental 
Profits' which explains the nature of transfer pricing systems and the extent 
to which particular methods of transfer pricing were used.” 

Some relevant details relating to the companies studied are given in 
Table 1, which shows that the various archives relating to the Staveley 
works date back to 1690, with the remainder focusing principally on the 
second half of the nineteenth century. 
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TABLE 1 


COAL, IRON AND STEEL COMPANIES COVERED BY THIS STUDY 





Company name 


Bell Brothers Ltd, Cleveland 
Bolckow, Vaughan & Co Ltd, 
Cleveland 


Derwent Iron Company, 
Cleveland 

Derwent & Consett Iron Co 
Ltd, Cleveland 

Consett Iron Co Ltd, Cleveland 

Dowlais Iron Co , Glamorgan 

Pearson & Knowles Coal & 


Sbelton Iron & Steel Co. 
Ltd, Staffordshire 

Shelton Iron, Steel & Coal Co. 
Ltd, Staffordshire 

South Durham Steel & Iron Co. 
Ltd, Durham 

Duke of Norfolk's Works, 
Derbyshire 

Derbyshire & Nottingham Co 

Staveley Works, Derbyshire 

Staveley Coal & Iron Co Ltd, 
Derbyshire 

Steel Company of Scotland 

Wigan Coal & Iron Co. Ltd, 
Lancashire 


Location of records 
BSC, NERRC 
BSC, NERRC 
BSC, NERRC 
BSC, NERRC 


BSC, NERRC 
Glamorgan Record Office 


Period covered 


1872-1900 
1865—1900 
1847—48 
1861—64 
1864—1900 
1845—1899 
1873—1900 
1852—86 
1886—89 
1889—1900 
1899—1900 
1690—1783 
1750-83 
1838—63 


1863—1900 
1873—1900 


1865—1900 


Note. The various record offices noted in Ње above table are located as follows: 


BSC EMRRC (East Midlands Regional Records Centre), By-Pass Road, Irthlingborough, 


Wellingborough, Northants, NN9 5QH 


BSC NERRC (North Eastern Regional Records Centre), Skippers Lane, Middlesbrough. 


BSC NWRRC (North Western Regional Records Centre), Shotton Works, Deeside, 


Clwyd 


Derbyshire Record Office, County Education Department, County Offices, Matlock, 


Derbyshire, DE4 3AG 


Glamorgan Record Office, County Hall, Cathays Park, Cardiff, CF1 3NE. 
Sheffield City Library, Archives Department, 52 Shoreham Street, Sheffield S1 4SP 


INTEGRATION OF FINANCIAL AND COST ACCOUNTS 


The relationship between the financial and cost accounts is a matter which 
has worried historians for some time. The two, interrelated, aspects of this 
concern are whether costing systems during the eighteenth and nineteenth 
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centuries were separate from or integrated with the financial accounts and, 
whichever is the case, whether such systems were capable of providing 
businesses with the information they required. 

The conventional wisdom in accounting history, based on the writings of 
R.S. Edwards and Solomons, is that cost and financial accounting started 
out separate from one another, but at some stage, probably the first half of 
the twentieth century, became integrated. Thus, according to Paul Garner, 
‘Almost no firm had worked out [up to 1880] the details of how to show the 
product flowing from one account to the other in the general ledger'.? 
While it is true that subsequent researchers have identified earlier examples 
of integrated systems, certain historians remain convinced that these are 
exceptions and that the level of diffusion required to demonstrate 
accounting/economic significance had not occurred by the end of the 
nineteenth century. 

Our research provides clear evidence, however, of the widespread 
integration of cost and financial accounting systems within a double entry 
framework prior to the so-called costing renaissance of the 1870s. In the 
case of the Staveley ironworks, from as early as 1690 through to 1900, 
where our studies to date have ended, it is clear that a single accounting 
system, based on double entry bookkeeping, generated data which would 
today be categorised as both financial and costing in its content.* Particular 
features to be noted for the purpose of this study are the apportionment of 
overheads to cost centres and the use of transfer prices to calculate the profit 
or loss arising from different activities. Although the accounting system was 
subject to periodic modification, its basic feature, namely the integration of 
financial and cost information, remained unchanged. This pattern of an 
integrated accounting system, together with a large element of continuity 
over the time period for which the accounting records have survived, is 
exhibited by all the other companies investigated. 

A quite separate concern addressed by some writers is whether or not the 
process of integration, irrespective of when it occurred, was a good thing. 
The essence of their concern being that the shape and content of the cost 
accounts has been influenced, detrimentally, by external financial reporting 
priorities which emphasise total cost. R.S. Edwards, writing in 1937, for 
example, argued that the costing system should be 'designed to provide 
variable costs as the normal minimum which the additional revenue must 
cover. Therefore "tied in" double-entry systems which involve the setting 
up of a number of arbitrary assumptions are not altogether satisfactory’ .* 
According to the proponents of marginal costing, attempts to derive figures 
for total costs, involving as they must do the (arbitrary) apportionment of 
overheads, move costing away from what is deemed to be the relevant data 
for decision making. Looked at another way, they believe that decisions 
about optimum output levels should be based on marginal costs, with sunk 
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costs ignored, and R.S. Edwards doubted if the statistical examination of 
marginal variations could be fitted into the framework of double entry 
bookkeeping.* 

Such ideas have recently been echoed, forcibly, by Johnson and 
Kaplan," who also believe that the integration of cost and financial records 
has led to the content of the former being dominated by external reporting 
requirements and, therefore, losing its relevance for the purpose of internal 
decision making. However, we have found but little evidence (see below) of 
financial reporting priorities dominating the system of internal costing 
following companies incorporating with limited liability and, where 
relevant, obtaining a stock exchange quotation.” 

We therefore find a dramatic inconsistency between the conventional 
wisdom and the contents of the archives examined during the course of this 
research. We would suggest that the opinion formers have paid too much 
attention to a section of the literature in the late nineteenth and early 
twentieth century critical of contemporary costing procedures. Our research 
indicates that this literature did not reflect actual practice, at least in the 
context of coal, iron and steel companies, which accounted for many of the 
largest industrial companies at this ime.” One reason for this historical 
error may be the preoccupation of the contemporary literature with practices 
among engineering companies, where progress may have been far slower 
than in other, non-engineering, industries. Another contributory factor may 
have been the tendency for Solomons and R.S. Edwards to concentrate 
much of their attention on the relatively limited range of accounting 
material contained in the British engineering literature and neglect that in 
the accounting press.” Of particular interest in this context are two 
comments made by the chartered accountant, Thomas Plumpton, which 
appeared in the Accountant in the 1890s, but which have been overlooked 
by previous researchers: 


I had the advantage of a thorough training in a large engineering 
concern, manufacturing locomotive and marine engines, boilers, and 
every kind of machinery, where the Cost Accounts were so 
interwoven with the Commercial Accounts as to form an integral part 
of the whole on the system known as the Italian System, which until 
recent years was so universally adopted.“ 


Further: 


It is upwards of thirty years ago since I received my first instruction 
in Cost Accounts from a professional accountant. The accounts were 
then kept on what had hitherto been known as the Italian system, 
embracing the Trading and Cost Accounts jointly .,. But with the 
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exodus of the Italian system, thought at the time to be cumbrous for 
the payment of accounts, various dissections occurred, separating the 
Trading Accounts from the Cost Accounts, after which it has been a 
frequent matter of regret to manufacturers that the results of their costs 
do not reconcile with the Profit and Loss Accounts.? 


These comments raise questions which we cannot answer at this stage, 
such as: what meaning Plumpton intended to convey by his reference to ‘the 
Italian System’ ,® what changes took place, and why? The crucial point for 
our purposes, however, is recognition of the possibility that integrated 
systems were 'universally adopted' circa 1860. Moreover, our evidence, 
contrary to Plumpton, shows that in certain sectors of the economy they 
continued in use until at least the end of the nineteenth century. 


THE NATURE OF COST RECORDS 


The Period Covered by the Cost Records 


The purpose of cost accounting is to provide information to enable 
management to run their company efficiently. The usefulness of costing 
data is in part a function of the regularity with which it is prepared for 
management, and whether it is made available soon enough to enable 
effective monitoring to take place and control to be implemented. 

In the main, the cost records that we have researched for the second half 
of the nineteenth century are half-yearly in their content. However, there are 
examples of routine reports prepared for much shorter time periods. The 
cost sheets which have survived for Dowlais, dated between 1847 and 1852, 
cover four- or five-weekly periods,“ tbe Staveley archive contains, for the 
furnaces only, weekly cost books commencing 1885,* and we know from 
the directors' minutes that Shelton was preparing monthly cost sheets at 
least by 1891.5 We also know that periods of this length, and shorter, were 
employed elsewhere and after the end-date for this paper. For the South 
Wales collieries considered by Boyns,” for example, monthly cost figures 
were kept initially by Powell Duffryn following its formation in 1864, 
though by 1871 it had resorted to fortnightly cost sheets (which seems to 
have been, locally, the norm ın the late nineteenth and early twentieth 
centuries). The main factor determining the reporting period in the coal 
industry appears to have been the payment period for wages, the major item 
of direct cost, which was the fortnightly basis. 

The above findings may be compared with the recommendations made 
in the single contemporary text which, so far as we are aware, dealt with 
these matters. Writing in 1874, F. Hayne Carter* referred to the keeping of 
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‘colliery books’ recording the working operations of the company, that is, 
showing the cost and value of produce, and the debts due to or by the 
company in connection therewith, and ‘Head Office books’ dealing with 
issues related to shares, loans, property, and so on, as well as profit and loss. 
These two sets of books are clearly related to the main accounting system, 
and mention of cost records is made only in a separate chapter entitled ‘The 
“Cost Book” system for Mines, Quarries, &c., fully explained’. Such a 
system, he argued, was especially adapted to mines, quarries, collieries, and 
so on, but also applicable to ‘any business where “labour employed” forms 
a large element, and "raw materials" are used in the manufacture of finished 
goods'.* In his view, it was capable of providing the trader with the 
information to enable him to 'ascertain, monthly, the exact "cost" of each 
article manufactured by him, as well as to check waste, bad management, or 
even fraud, with facility’.” 

The ‘cost book’ explained by Hayne Carter emphasised monthly 
comparisons and indicated the ‘simple’ way in which half-yearly figures 
could be generated from the cumulative summation of the monthly figures. 
Such data, he argued, enabled departments to be checked for losses and 
corrective action to be taken. He noted that such scrutiny could take place 
through the cost books ‘without interfering in the slightest degree with the 
General Balance of the whole books of the Company’” and that ‘the Cost 
Book forms a valuable addition to a good set of Double Entry Books, 
though not of itself necessary to insure a balance.’” 


The Structure and Content of the Cost Records 


The Degree of Detail. Hayne Carter® also describes and illustrates the 
nature of the cost sheets contained in the cost book. They show a detailed 
sub-division of the various categories of prime cost,™ with one cost sheet 
used for each ‘Department, Gallery, or Special Article of manufacture’ .” 
The oncost or overhead charges relating to the business as a whole are 
collected together on a separate cost sheet and are not recharged to the 
departments. Appendix A contains illustrative cost sheets from Hayne 
Carter (slates and general oncost, February 1874) and for Staveley (four 
pits, half-year to June 1856). It will be noted that these two illustrations 
contain a broadly comparable amount of detail, though there are important 
differences — for example, overhead costs (‘Proportion of Establishment 
Charges’) are recharged to individual cost centres at Staveley — which are 
also referred to below. 


The Calculation of Cost. A feature of the archives examined is the use of 
total (absorption) costing, as opposed to marginal or variable costing, for the 
purpose of recording transactions in the books and preparing accounting 
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statements for managerial use. Despite this general uniformity, there was 
naturally variation in the construction of total cost both between companies 
and over time. The overhead costs which appear to have proved most 
problematic, and where the greatest variety of treatment is evident, are 
depreciation and imputed interest (neither is included in Hayne Carter’s 
model cost sheets), with the latter featuring rarely in the books and 
depreciation sometimes only charged in the financial accounts and 
occasionally not at all (for example, at Dowlais"). 

The board minutes of the Shelton Bar Iron Company for 5 August 1853 
include six monthly comparative statements showing actual costs for the 
half-year to December 1852 and June 1853.” The production costs for each 
of these included figures for general charges and interest. At Wigan, where 
the cost sheets date from 1866, depreciation was initially deducted as a 
single figure in the general profit and loss account. Charges for depreciation 
were added, in memorandum form, to the calculations of cost of production 
in 1870, and from the year 1871 depreciation takes its place amongst the list 
of expenditures on the cost sheets.” 

At Staveley, from 1847 (when the accounting system was the subject of 
a major overhaul),” computations were made of charges for depreciation 
and imputed interest on the capital invested in the fixed assets used by each 
profit centre.” These amounts were then deducted from the balances of 
‘profit’ or ‘loss’ for each profit centre extracted from the ledger. The 
outcome was departmental results which took account of both the decline in 
value of fixed assets and the opportunity cost to Richard Barrow (the owner) 
of investing in the Staveley enterprise. In 1856, the accounting system was 
again the subject of revision, marked by the introduction of the Foundry 
Statements and Returns Book which ran through to 1879. This document 
contains the physical data previously available in the ledger, and also a 
significant amount of new material, including comparative statements, for 
similar activities and/or consecutive time periods, usually prepared on a 
half-yearly basis. In 1856, both depreciation and interest charges were 
removed from the financial accounts, though depreciation was reinstated in 
1864." However, these items continued to be included in the calculations of 
cost contained in the ‘Foundry Statements and Returns Book’ (Appendix 
A). We find no evidence of entries for imputed interest in any of the 
archives examined after 1879. 

The comparative cost statement at Shelton in 1853, like all other cost 
statements of this period that we have observed, was essentially backward 
looking, that is, it considered what had happened over a previous time 
period or periods. In one important respect, however, it was different from 
the other statements." Whilst the compilation of cost sheets sometimes 
required specific items, particularly overheads, to be estimated before their 
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actual cost was known, the Shelton statement contained an estimate of the 
half-yearly cost to 31 December 1853. The exact method of compilation is 
unclear, but several items were charged at the rate prevailing during the first 
half of 1853 whilst others seem to have been taken at some weighted 
average of the figures for the two previous half-years. The figures appear to 
have been based on the judgement and personal knowledge of a Mr 
Williams, but it is unclear whether this was Peter Williams, the company 
clerk, or Mr Williams of Ketley, an outside technical expert brought in 
around this time to advise the company on how its loss-making position 
could be turned round. The financial problems of the business were clearly 
the reason behind the preparation of the cost estimate, whose purpose seems 
to have been to illustrate the prospective benefits of changes introduced, and 
as a yardstick against which to assess their actual impact. 


The Apportionment of Overheads. The need to apportion overheads to cost 
centres is the natural corollary of the decision to adopt a system of total 
costing, and the Staveley archives well demonstrate the way in which the 
treatment of overheads was modified in response to changes in size and 
organisational structure. To begin with, when the operating departments 
comprised single units which were physically separate from one another, 
most costs — both fixed and variable — could be traced directly to a particular 
activity.” By the late 1850s, however, we find the range and level of 
overheads debited directly to Staveley’s profit and loss account to have 
gained in significance. We may infer a growing concern with these 
unallocated costs from the decision made, in 1856, to apportion them to cost 
centres. From that date a range of overheads were collected on a separate 
schedule headed ‘Establishment Charges’. These charges, which cover 
some overheads of a general character as well as those clearly associated 
with production, were then allocated between ‘proportion for collieries’ and 
‘proportion for castings’ (foundries). The method of apportionment is not 
Clear and varies from 3.5:1 to 5.6:1 for individual items. It later becomes 
more transparent; by 1870, for example, establishment charges were 
apportioned between the Staveley collieries, the North Staveley Colliery 
and the Castings department on the basis of throughput." Throughput was 
also the basis for allocating most, though not all, of Wigan’s overheads, with 
a standard charge for ‘Rent’, “Horses Work’, ‘Depreciation’ and ‘Salary’, 
multiplied by the ‘get’ to obtain the total cost for a particular item.” 

Overhead costs expressed as a proportion of total costs naturally varied 
between products and over time. At Consett, for the period from 1 July 1867 
to 31 December 1872, the proportion of total costs (including overheads) 
accounted for by ‘estimated charges’ fluctuated within the following 
ranges:™ 
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bars 0.08 to 0.79 per cent 
plates 2.05 to 4.55 per cent 
Tails 2.04 to 5.35 per cent 
pig iron 4.13 to 6.73 per cent 
coke 5.43 to 7.57 per cent 
coal 18.68 to 24.80 per cent 


It is possible that the initial decision to apportion overheads between 
activities was a consequence of their growing significance as a proportion 
of total production cost. Thus, at Staveley, establishment charges 
apportioned to the Staveley collieries in 1860 accounted for 13.3 per cent of 
total costs. In the absence of major technological or organisational changes, 
however, the proportional significance of overhead costs tended to decline 
with the growth of output in the second half of the nineteenth century. For 
example at Staveley, by 1890, they represented just 3.5 per cent of total 
costs. 

It should also be noted that overheads were sometimes apportioned only 
to selected products or departments, with others being spared any 
responsibility for their recovery. In the case of Consett, for example, 
overheads were apportioned to all items (coal, coke, pig iron, metal 
castings, puddled bars, rails, and plates) other than fireclay (where only two 
items, wages and ‘royalty rent’, are listed in the half-yearly cost sheets)." A 
possible explanation is that fireclay production, which was generally small 
scale, was seen as a by-product of coalmining, which bore the responsibility 
for all the overheads charged to mining activities. 

At Dowlais, where management was supplied with cost sheets more 
regularly, general expenses were recharged to departments on an estimated 
basis in order to avoid waiting until actual costs could be ascertained. For 
1851, the amounts were: £50 to each of coal, blast engines and forge 
engines; £100 to the ironstone mines; £450 to the furnaces; £300 each to the 
puddling forges and rolling mills; nothing to the limestone pits or 
refineries.” The stated aim in fixing the charges was to keep under or over- 
recoveries to a minimum." 


Performance Measures. It is clear that the companies studied were 
concerned to produce costing data, and that calculations of total cost per ton 
of output from each department were widespread. There is no evidence to 
suggest, however, that management was preoccupied with this single 
measure as the basis for performance assessment or decision making. The 
contents of Appendix A are indicative of the production of additional 
performance measures in the form of the detailed build-up of tbe cost per 
ton of output produced. Changes in the various components of direct cost 
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per ton could therefore be used to monitor efficiency (as was the case at 
South Wales collieries”), while the careful observation of movements in 
fixed establishment costs per ton would presumably underline the 
advantages of working at full capacity. One might argue, therefore, that 
despite the problems associated with overheads and their apportionment, 
there is no reason to believe that the procedures used produced information 
which was any less useful by 1900 than in earlier times. Thus, in contrast to 
the Johnson and Kaplan (1987) thesis, there is no obvious evidence of a 
move towards total costing in response to pressures imposed by external 
financial reporting priorities.” The type of calculation made in 1900 already 
stressed total cost and this had been the established practice for many years. 
The relevance of the data generated was not therefore lost as the result of 
capital market pressures, though we do acknowledge the existence of a 
substantial body of literature which criticises total cost figures as the basis 
for management decision making.” 

The focus of certain cost sheets and other reports, as one might expect, 
was as much on physical as financial measures. This may be illustrated by 
reference to the 1868 cost sheet for Consett which shows that the average 
amount of Cumberland Ore required to produce a ton of pig iron was 13.62 
cwt in the six months to June 1868 compared with 11.41 cwt six months 
earlier.” At Staveley, the "Weekly Cost Books’ that have survived covering 
discontinuous time periods between 1885 and 1933 contain a weekly sheet 
for each of the furnaces in blast These sheets include yield data for 
individual inputs and a column for ‘remarks’ which provided a record of 
events which might help explain increases/decreases in cost/profit At 
South Durham, the extremely detailed six-monthly reports prepared by the 
auditors, W.B. Peat & Co., commencing June 1899, contain summaries of 
the cost accounts and give comparative figures for each product 
manufactured, by location (three separate works each produced puddled 
bars, iron plates, steel ingots, steel slabs and billets and steel plates), broken 
down to present each input in terms of cost and consumption per ton 
produced.” Finally, at Dowlais in 1857, a range of ad hoc costing statements 
were prepared for the genera] manager, William Menelaus, to help assess 
the impact of major organisational changes and technical innovations over 
the previous 12 months and to help formulate strategies for the future. These 
placed great stress on improvements in yields and on their cost 
implications." 


TRANSFER PRICING AND DEPARTMENTAL PROFITS 


The cost of an intermediate or finished product will be affected, possibly 
significantly, by whether or not it receives inputs, be they raw materials or 
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intermediate products, at cost price or at a higher figure which includes a 
profit element. If inputs are charged at a figure above production cost, a 
decision must be made concerning the basis for the charge; that is, whether 
to use market price or some artificially determined accounting price. The 
records examined show considerable variety in terms of procedures 
employed; some using cost throughout, some using cost for transfers 
between certain departments and accounting prices in other cases, and still 
others changing the method adopted in response to internal information 
requirements and external influences. 

At Dowlais, starting with the first surviving cost sheets, that is, those for 
the five weeks ending 22 November 1845, virtually all transfers of materials 
to processes and semi-finished products between processes were made at 
actual average cost per ton or, in order to avoid delay in the preparation of 
costing statements, the estimated average cost per ton. The costing method 
therefore delayed profit recognition until products were sold to the 
customer." In 1845, sales were only of finished iron, but by 1869 they also 
included significant quantities of steel and coal and relatively small 
amounts of pig iron. The fact that the costing system was designed to enable 
recovery of the full cost of intermediary products and enable profit to be 
recognised when the final product was sold in the market is spelled out by 
the accountant William Jenkins in his annual report for 1869 to the 
managing trustee, С.Т. Clark:” 


I have now enumerated the chief departments from which the large 
items of profit accrue, and I will just repeat here what I have 
frequently said before, that as far as possible the costs at each 
department are fairly worked out and there is no undue balance to the 
debit or credit of any of the important branches. 


At Staveley, evidence has been found? of tbe use of accounting prices, 
sometimes closely related to market price, to record the movement of goods 
between locations and to measure departmental profits and losses 
throughout the period from 1690 to 1900. A further informative feature of 
this archive is the use, from 1838, of cost where a department's entire output 
was transferred internally, but an accounting price where the department 
interfaced either partly or wholly with the external market." We see here, 
therefore, the transition from a concern with measuring the profitability of 
all departments to one of enabling management to assess the profitability of 
only those departments which interfaced wholly or partly with the external 
market. For departments that transferred their entire output downstream, 
one might surmise that individual profit measures were, at this time, 
considered irrelevant. Perhaps management had taken the strategic decision 
that certain inputs should always be supplied internally (for example, to 
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safeguard supplies) and that relevant profit measures were confined to 
products sold externally.'@ 

At Consett, the costing system for 1861—66 recorded the transfer of raw 
materials and intermediate goods at cost price. On 1 January 1867, however, 
a new system utilising accounting prices was introduced in an attempt to 
help the company determine the source of its profits and losses. In 
particular, the company was concerned to identify the relative profitability 
of the coal- and iron-making departments. The reason for this change was a 
concern of the directors over whether or not they should cease iron 
manufacture.'? The accounting development was thus related to the need of 
the directors for requisite information upon which to make a key strategic 
decision which was to have a major effect on the company’s future. 
Following the appointment of Jenkins, formerly accountant at Dowlais, as 
general manager of Consett in 1869, there appears to have been a difference 
of opinion between the manager and the board as to the desirability of 
transfers effected at accounting prices. Jenkins clearly favoured transfers at 
cost and, from the second half of 1873, the cost books reverted to this 
system. However, the directors continued to have the auditors draw up, at 
least until 1884, a set of accounts showing the profits earned by different 
products, based on transfers of coal and coke at accounting prices linked to 
the net selling price of coke.™ 

The question of whether transfers should be made at cost or market price 
was also a matter of debate at Shelton, Pearson & Knowles and Bolckow, 
Vaughan. At Shelton, for example, the company's joint auditors (Deloitte, 
Dever, Griffiths & Co. and John Adamson & Co.) recommended that the 
company value transfers at cost rather than market price because use of the 
latter ‘precludes the possibility of ascertaining’ the cost of stock.'? The 
directors subsequently 'Resolved that the secretary be instructed to arrange 
that inter-departmental prices be taken at cost prices',"* and an undated 
internal memorandum prepared around this time, entitled ‘Cost Sheets’, 
confirms that the ‘the only profits to be looked to will be those on actual 
sales to outside customers and the form of the monthly summary of the cost 
sheets will be varied so as to show these clearly'.' The new system did not 
last long. Following H.M. Lynam’s promotion from the position of secretary 
to that of managing director, the directors resolved ‘On the strong 
recommendation of Mr Lynam ... that the old system of keeping accounts 
on the basis of charging departments at market prices be reverted to’.'™ 

The question of whether cost or market value should be used was also 
given consideration by the consultant engineer, William Armstrong, called 
in to value Bell Brothers at the tme of its incorporation as a limited 
company in 1872. His report reveals a clear preference for market price. His 
valuation makes use of cost sheets used by the old partnership, and he draws 
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attention to the need to make certain adjustments. For example, he points 
out that coal has been transferred to coke at below cost price resulting in the 
cost being too low and, hence, the profit on coke too high.” 


V 


This study suggests that a significant degree of diffusion was apparent in 
key areas of accounting practice within the coal, iron and steel industries 
during the second half of the nineteenth century. Particular features were the 
preparation of cost sheets to establish departmental cost of production, the 
apportionment of overheads to identify total cost, and the use of transfer 
prices to track the movement of goods between departments. 

The costing systems in use were fully integrated with the financial 
accounting systems. This suggests that the two branches into which 
accounting is today conventionally categorised — financial and costing — 
rather than developing from separate beginnings, as was previously 
believed, in certain industries at least grew naturally out of a single system 
designed to satisfy the full range of contemporary user requirements. There 
is some evidence to suggest that most information requirements may have 
been met, until around the middle of the nineteenth century, by examining 
the contents of the ledgers. After about that time, the growth in the size of 
companies together with rising information requirements appear to have 
been responsible for the production of costing data outside the financial 
ledgers, typified by the increasing use of cost sheets written up either in 
separate books or in loose-leaf form. Following this innovation, we find, at 
Staveley, for example, the financial ledgers far less cluttered but also far less 
informative than was previously the case. 

We also find widespread calculations of cost per ton of departmental 
output (in addition to the total cost of departmental output), with the various 
elements of total cost also identified so as to enable users to monitor 
changes from one penod to another. We know that this was done, and that 
comparisons were also made with other organisations, though this 1s not a 
matter examined to any great extent in this paper. Companies also showed 
a keen interest in the calculation of physical yields — that is, the quantity of 
material input required to produce a ton of output — and, again, we find 
evidence of the use of such performance indicators to monitor progress."? 

In most cases the surviving cost accounts cover a six-month period and 
contain calculations based on actual costs incurred. Where cost statements 
were prepared more regularly (for example, at Dowlais) we find a need to 
employ estimates resulting in over- and under-recovery of overheads 
compared with actual." 

There was considerable variety in the transfer prices used to track the 
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transfer of goods between departments. A great deal of experimentation 
occurred at a number of the companies, with each method having its 
advocates. Our study shows that accounting prices and market value were 
more widely used than cost, and there is a small amount of evidence to 
suggest that the external auditor and managers preferred cost while the 
consultant engineer and the directors favoured market price. We would 
surmise that the case in favour of cost is that it might be considered 
sufficient where the principal concerns are the identification of error, fraud, 
waste and inefficiency, while the use of market prices might be favoured 
where the need was to assess departmental profitability. 

This study shows that Solomons was right to call for studies of 
accounting records, though the result of this investigation is possibly 
different from what he might have expected. The British accounting 
literature undoubtedly began to devote more attention to costing issues in 
the last two decades of the nineteenth century, whereas we show that major 
cost accounting issues had for many years occupied the attention of 
managers who found working solutions to the problems which they faced. 
Most crucially, in a sector which was one of the driving forces of the British 
industrialisation process from the late eighteenth century, a form of cost 
accounting for industrial activities was developed which integrated key 
aspects of what are today described as cost and financial accounting. This 
has three major implications. First, in the management field, that British 
management did develop a system of accounting that was designed to 
satisfy information requirements as businesses became larger and more 
complex. Second, in the accounting field, that the view of cost accounting 
and financial accounting having separate roots is no longer tenable. Third, 
that cost accounting practice was in advance of the related theory as 
espoused in the literature. 

Further research is needed, particularly of other key industries of the 
industrialisation process, such as textiles and engineering, before we can 
know whether these findings can be extended to other sectors of the 
economy. However, they are clearly sufficient to indicate that historians 
need to reject key elements of the conventional wisdom related by the 
traditional historians. In particular, that the period between c.1830 and the 
late nineteenth century was not one of stagnation in the development of 
costing systems in Britain and, therefore, that costing developments of the 
scientific management era such as standard costing, budgeting and the use 
return on investment, should be seen as part of an on-going process of 
accounting change. Furthermore, with accounting systems in coal, iron and 
steel being integrated, there was no requirement at a later date that financial 
and cost accounting needed to be reconciled or integrated. The latter view, 
based chiefly on the American experience, particularly within the 
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engineering sector, does not seem to accord with the developments that we 
have observed in Britain and may suggest important key differences in the 
ways in which accounting developed on either side of the Atlantic. 
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Learning to do Business in China: The 
Evolution of BAT’s Cigarette Distribution 
Network, 1902—41 


HOWARD COX 
South Bank University 


In the era spanning the two world wars, few companies managed to achieve 
greater progress in foreign markets than the British-American Tobacco 
Company (BAT Co.). With operations embracing more than 40 national 
markets, in most cases utilising local production facilities, BAT Co. could 
realistically claim by 1939 to have evolved into the world's most 
geographically extensive manufacturing-based multinational enterprise.’ At 
the heart of this commercial empire, however, lay its operations in a single 
market; between 1921 and 1941, of the 2,000 billion cigarettes 
manufactured and sold by the company worldwide, practically 40 per cent 
were consumed purely within the Republic of China (see Figure 1). 

The purpose of the present paper is to study the process by which, 
essentially during the first quarter of the twentieth century, BAT Co.'s 
management created a sales distribution network that served a substantial 
part of this vast Chinese market. Much important work on this subject has 
already been developed through the detailed research of Sherman Cochran. 
The present paper attempts to build on this work in a number of ways: 
firstly, by considering the company's operations in China in the context of 
the development of the BAT's commercial and strategic development as a 
whole; secondly, by examining in more detail the role played by BAT's 
predecessors in the cigarette market in China; thirdly, by identifying the 
specific managerial tools that the Western business enterprise used to 
regulate its sales operations across China; and, fourthly, by assessing the 
ability of BAT, not simply to deal with competition from rival firms, but to 
inculcate competitive rivalry among different parts of its own sales 
organisation.’ 

Placing the focus of attention on BAT’s formidable distribution network, 
as this paper does, should not be allowed to obscure the other factors which 
helped to account for the company’s success in China before the Second 
World War. A full assessment of BAT’s performance in that market needs to 
acknowledge the state-of-the-art production facilities which they 
constructed,‘ the sophisticated marketing techniques which they utilised, 
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and the role that their encouragement of locally produced bright-leaf 
tobacco played in maintaining their cost-effectiveness.* Such an assessment 
also needs to recognise the political influence which the company was able 
to exert within China. Ultimately underpinning all these facets of its 
performance lay the tremendous financial resources which the company 
was able to call upon. In the final analysis, however, it was BAT’s ability to 
bring its products within easy reach of large numbers of Chinese consumers, 
to monitor and control the flow of these stocks, and to secure the revenues 
which these millions of small transactions generated, that effectively 
delivered the company’s profits in China.* 

Two particular aspects of BAT’s sales operations in China will be 
considered here. The first issue concerns the process of market entry used 
by the company as it set about creating its sales network. In doing this, the 
paper considers the operations of Western business enterprises that preceded 
BAT Co. in the Chinese cigarette market. The second issue relates to the 
different ways in which BAT Co. integrated Chinese distributors into its 
marketing operation. Enlisting and supervising the participation of Chinese 
businessmen as BAT cigarette mercbants was of vital importance to the 
company as it set about expanding the market for its tobacco goods in the 
volatile terrain of twentieth-century China. 

The first question, that of market entry, touches upon an issue which has 
received a good deal of attention from business historians recently, 
stimulated by research undertaken by Stanley Chapman, Mira Wilkins and 
Charles Jones. What their work has demonstrated is that modern 
multinational enterprises — the vanguard institutions of foreign investment 
and international business co-ordination during the twentieth century — were 
preceded in this function during the nineteenth century by the international 
operations of a variety of business institutions. Organisations such as 
trading houses, investment groups, managing agencies and free-standing 
companies evolved over the course of the nineteenth century into complex 
international networks which assumed the tasks of developing foreign 
markets for industrial goods and managing foreign investments, well before 
American-inspired multinational corporations (like BAT Co.) took root. 

Although these international business networks have tended to be 
studied independently of conventional multinational enterprises, as 
alternative systems of international business management, it is clear that the 
success of BAT Co. in China cannot be properly appreciated without 
reference to the pioneering role played by tbe more trade-oriented 
organisations which preceded it The operations of agencies such as 
Mustard & Co. and Rex & Co., which had acted as distributors for the 
products of BAT Co.'s founder companies, were fundamental in developing 
linkages with Chinese traders that BAT later skilfully exploited, and upon 
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which so much of its eventual success was based. In addition, the earliest 
attempt to utilise the most modern cigarette manufacturing technology 
within China involved a collaboration between mercantile elements in 
Shanghai and an American-based industrial entetprise, intermediated by an 
American trading organisation. Such complex networks were an important 
and necessary feature of foreign direct investment and technology transfer 
in the era preceding the development of modern multinational corporations." 

Even after BAT had established itself as the leading enterprise dealing in 
manufactured cigarettes in China, the company’s managers still found 
themselves facing a steep learning curve. Before they were able to deal 
effectively with the problems involved in marketing a foreign product in the 
Chinese economy — particularly in those regions which lay beyond the 
treaty ports? — the company was forced to experiment with various 
strategies. Not surprisingly, BAT’s initial approach was centred on an effort 
to replicate the type of distribution mechanism which its main parent 
company, the American Tobacco Co. (ATC), had utilised in the United 
States. Given the problems faced by foreign firms operating in those parts 
of China where the legal provisions of the treaty ports were not valid, 
however, such a strategy was fraught with difficulties. As political 
conditions became still more problematic in China following the revolution 
of 1911, it became apparent to BAT that the creation of a truly national sales 
network for its products would require the involvement of Chinese 
merchants at a high level of responsibility, and that the key to financial 
success would be the creation of mechanisms through which these 
merchants’ activities could be effectively managed. 


II 


In common with many other staple consumer goods, the processing of 
tobacco was radically transformed during the late nineteenth century by the 
introduction of mechanised production. The branch of the industry where 
the greatest change occurred was in cigarette making, an activity which 
traditionally had been a semi-skilled task practised by hand. As the market 
for cigarettes in America and Britain grew during the 1880s, a number of 
cigarette-making machines were designed. The most efficient of these 
proved to be a model developed by an American inventor, James A. 
Bonsack. In 1883 Bonsack had exhibited his machine in Paris, hoping to 
interest the French state tobacco monopoly in his invention. Whilst on 
display there, it attracted the attention of a major British cigarette 
manufacturer, the Bristol firm of W.D. & H.O. Wills, which was sufficiently 
impressed to carry out tests of the machine at its own factory. Wills’ 
directors quickly concluded that the machine was the best currently on offer 
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and purchased Bonsack’s patent for use in Britain. The decision proved to 
be instrumental in enabling Wills to emerge as Britain’s leading cigarette 
manufacturer in the years before 1900." In America, where Bonsack's early 
efforts to find a buyer for his machine had been frustrated, the first 
manufacturer willing to adopt it seriously, W. Duke Sons & Co., was able to 
negotiate a much more favourable rate for its use than any of its American 
rivals. By pressing home this cost advantage Duke’s company forced its 
way into a position of leadership in cigarette manufacturing and by 1890 
Duke had been able to browbeat his four main competitors into an 
amalgamation. With James B. Duke installed as its President, the newly 
created American Tobacco Company (ATC) commenced its commercial life 
with a virtual monopoly over mechanised cigarette production in America." 

The profitable exploitaton of Bonsack’s invention required a high 
volume of output and sales, and thus was dependent upon generating rapid 
growth in the demand for machine-made cigarettes. During the 1890s, both 
ATC in America and Wills in Britain introduced marketing innovations 
which persuaded numerous consumers to adopt this new tobacco product.” 
In addition, both firms began to explore outlets abroad for their cigarettes 
and, as the new century approached, the two found themselves competing 
in a number of countries, most notably in the British colonies of Australia 
and South Africa, and in the Far Eastern markets of Japan and China. The 
two firms also clashed in Britain, where Duke's firm had developed an 
export trade during the mid-1880s. Higher duties on manufactured tobacco 
imports, compared with the raw leaf, meant that domestic firms such as 
Wills enjoyed a significant degree of effective protection against imported 
American cigarettes, and the adoption of mechanised cigarette production 
by other British firms severely squeezed the market share of imported 
cigarettes." Duke, however, was unwilling to be edged out of the British 
market. Having enormously expanded ATC's capital base during the 1890s 
by extending the firm's control into other segments of the American tobacco 
market, Duke used his financial resources to acquire control of the 
Liverpool-based Ogden Tobacco Company in 1901. Ogden's had emerged 
as a major rival to Wills in the British market and the Bristol firm responded 
to Duke's assault by forming an alliance with 12 of the major tobacco 
producers in the United Kingdom, creating a gigantic national enterprise 
under the banner of the Imperial Tobacco Company (of Great Britain and 
Ireland) Ltd. These manoeuvres by Duke and Wills during the closing 
months of 1901 began the "Tobacco War' of 1901/2." For a period of 12 
months, ATC and the constituent firms of the Imperial company, 
particularly Wills, found themselves engaged in commercial warfare both in 
Britain and in the various foreign markets where the British and American 
firms competed for customers. One especially significant act in this year- 
long drama was played out in the potentially huge market of China. 
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Duke's first attempt to popularise his firm's cigarettes in China had been 
undertaken during the late 1880s," ultimately teaming up there with the 
American trading firm of Mustard & Co. This latter organisation had been 
active in Shanghai since at least the 1870s,^ when a certain Lauritz 
Andersen joined the firm," and around 1890 Mustard & Co. began to import 
into China the machine-made ‘Pin Head’ brand of cigarettes produced at 
Duke’s factories in Durham and New York.” After Duke’s firm had 
spearheaded the formation of the ATC, Mustard & Co. was appointed the 
exclusive agent for all ATC’s brands in China. By establishing a sales outlet 
in China through the Mustard agency, Duke’s firm had quickly sought to 
exploit the vast potential offered by the Chinese market for this new type of 
mass-produced tobacco product. 

The possibility of building on this initiative by setting up production 
facilities directly within China, however, remained conditional upon 
acquiring the Bonsack patent rights for that region and, much to Duke's 
frustration, the Bonsack company had already allocated the sole agency for 
its machine in China to Richard H. Wright in 1888. Wright had earlier been 
a partner of the Dukes, joining them in 1880 and travelling extensively 
abroad to promote the firm’s foreign sales, but after returning to Durham in 
1884 he and the Dukes fell out and Wright divested his share in W. Duke 
Sons & Co. in order to purchase an interest in a rival tobacco manufacturing 
concern, the Lone Jack Company. Unable to make much headway in the 
domestic cigarette market, Wright once again turned his attention abroad 
and in 1888 he began working for the Bonsack Machine Company, 
purchasing a substantial interest in the stock of that concern.” 

Within China itself, the earliest attempt to produce machine-made 
Cigarettes seems to have been made by Lauritz Anderson, the principal of 
Duke's Shanghai sales agency Mustard & Co.” However, а more serious 
undertaking was put in hand by a long-standing American merchant of 
Shanghai, E. Jenner Hogg," who around 1890 formed a company under the 
title of the American Cigarette Co. and established a factory in the Pudong 
(Pootung) district of Shanghai.” Hogg's concern made only limited progress 
and towards the end of 1898, in an effort to compete more effectively with 
ATC's imported products, the American Cigarette Co. signed a contract 
with Richard Wright to purchase ten Bonsacks on the understanding that the 
deal would also grant them Wright's patent rights to the machine for China 
as a whole.? Sensing an opportunity to reap substantial profits, as well as 
the chance to frustrate his bitter rival James Duke, Wright acquired an 
interest in the American Cigarette Co. as it expanded its share capital to 
finance the Bonsack purchases. 

Wright's efforts to exert an influence over his Chinese investment from 
North Carolina, however, proved little short of futile. Despite having his 
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Own representative, a Mr Collins, in Shanghai to assemble the machines 
when they arrived and to provide technical advice to the American Cigarette 
Co., Wright soon discovered that the operation of the new technology was 
not running smoothly.” Moreover, as an experienced dealer in leaf tobacco 
Wright became concerned that the company was sending to the United 
States an unqualified tobacco buyer, who was purchasing entirely the wrong 
type of American leaf for the product.” It thus rapidly became apparent that 
the American Cigarette Co.’s attempt to expand the market for 
manufactured cigarettes profitably in China would prove to be an elusive 
goal, and by 1902 the day-to-day management of the company’s affairs had 
been placed in the hands of Fearon, Daniel & Co., one of the American-run 
shanghai managing agencies. Notwithstanding its limited commercial 
success, the American Cigarette Co.'s control of the Bonsack patent for 
China meant that the firm soon became a target for more ambitious cigarette 
manufacturers. 

One such manufacturer was the British concern of W.D. & H.O. Wills 
which, like Duke's ATC, had begun to look towards the Chinese market as 
a source of future sales. In 1899 Wills' directors had lavishly entertained a 
visiting Chinese government official who was touring Britain, and at the 
following month's board meeting it had been noted that ‘our trade in North 
China, where enormous quantities of cigarettes are being sold, is increasing 
satisfactorily’.” Wills’ export business in Shanghai was managed by Rex & 
Co., a general commission merchant with no special connection to the 
tobacco trade. Rex had distributed Wills’ high-class products directly to 
retailers in Shanghai, but had also successfully utilised a group of 
Cantonese tobacco merchants named Wing Tai Vo” to distribute the 
company's cheaper brands of ‘Pirate’ and ‘Ruby Queen’, much to the 
Bristol firm’s satisfaction.” 

By the time of Duke’s invasion of the British market in 1901, therefore, 
Wills had already established a significant market presence in Shanghai. As 
the rivalry between the two firms spread from Britain to other markets of 
the world, Rex & Co. made it known to Wills that ATC was on the point of 
buying out the American Cigarette Co. An agreement had bcen drawn up on 
14 May 1902 between E. Jenner Hogg and Harold Roberts, the Export 
Manager of the ATC, by which Duke’s company had agreed to purchase the 
Pudong factory, together with the Bonsack contract, for the sum of 102,500 
Taels.” Before the deal could be concluded, however, Wills instructed Rex 
& Co. to offer the Shanghai managing agents Fearon, Daniel & Co. a higher 
bid of 110,000 Taels for the company's assets, with all other conditions 
maintained. Wills’ counter-offer gained immediate approval among the 
directors of the American Cigarette Co., before being duly accepted at a 
hastily convened Extraordinary General Meeting of the company's 
shareholders on 24 July 1902.” 
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Wills' acquisition of the factory in Shanghai, with its control of the 
Bonsack patent, was a serious blow to Duke's international plans and may, 
indeed, have been a significant factor influencing the outcome of the 
conflict then taking place in Britain." Certainly, a mere two months after 
Wills’ successful Shanghai gambit, ATC reached an agreement with the 
Imperial Tobacco Company precipitating the American firm's withdrawal 
from Britain. It was this agreement that created BAT Co. as a jointly (but 
not equally) owned subsidiary of ATC and Imperial, and it specified that the 
new joint venture would take possession of the two firms’ overseas 
operations. To this end, the agreement explicitly allocated to BAT Co. 'the 
interest of the Imperial Company in a factory in Shanghai recently 
purchased by it and/or in the American Cigarette Company of Shanghai'.? 
Hence, the American Cigarette Co. became BAT Co.’s first operating 
identity in China. 


III 


The agreement signed by ATC and Imperial in September 1902, as well as 
transferring all the export and overseas facilities of those two companies 
into the control of BAT Co., also gave the newly created joint venture 
exclusive rights to use trademarks of the two companies in all overseas 
markets outside of the United Kingdom and the United States (including its 
foreign dependencies). Of the 18 places on the Board of Directors, seven 
were filled by ATC executives, including James Duke as Chairman, and five 
by directors of the Ogden company. The remaining six were allocated to 
directors of Imperial, in line with their allocation of one-third of BAT Co.'s 
Share capital. BAT Co.’s registered headquarters were established in 
London, at Cecil Chambers in the Strand, well away from the reach of 
America's anti-trust authorities. The Board of Directors located there, 
comprised initially of the Imperial and Ogden members, oversaw the export 
trade of the British factories. The American directors, meanwhile, formed a 
separate Committee of Directors in New York to supervise the American- 
based export trade." In the case of its manufacturing subsidiaries located 
abroad — notably in Australia, South Africa, Canada, Germany and Japan — 
suitably qualified executives were dispatched to manage BAT Co.'s 
interests. 

The manufacturing operations inherited from Wills in Shanghai were 
quickly consolidated under the control of a general manager drafted in from 
Liverpool, Henry A. Keily.* The original American Cigarette Co. was 
liquidated and a new company of the same name was incorporated under the 
Hong Kong Ordinances in July 1903." This was now a wholly owned 
subsidiary of BAT Co. and acted in the capacity of BAT's manufacturing 
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arm in China. Dunng 1904, BAT also sent out two of its senior members of 
staff, the company’s Secretary, Hugo Cunliffe-Owen and its Chief 
Accountant, William R. Harris, to help consolidate its operations there. 
Although the China business as a whole was formally designated as a 
branch of the London head office, in practice the operations in North China, 
centred on Shanghai, were supervised during the early years by Duke from 
New York. Operations in South China, focused on the Hong Kong depot, 
were in contrast supervised directly from London until 1917.” During 1905, 
when Duke handed over the Cbairmanship of BAT to W.R. Harris, liaison 
with Shanghai seems to have been conducted by Duke's right-hand man in 
New York, George G. Allen. At the same time a trusted Duke employee, 
James À. Thomas, was sent to Shanghai and placed in overall control of 
BAT's affairs in North China.” Also ın 1905, A.G. Jeffress became the first 
American director to be appointed to the BAT Co. London Board of 
Directors and seems to have been given special responsibility for relations 
between Shanghai and the London office. 

In terms of distribution arrangements, both Mustard & Co. and Rex & 
Co. initially acted as sales agents, with the two firms maintaining their 
existing responsibilities for American and British cigarette imports 
respectively. This dual arrangement was clearly considered to be 
unnecessary in the longer term, however, quickly being revised in favour of 
ATC's former agency. In 1903 BAT Co. bought the controlling interest in 
Mustard & Co., and Lauritz Andersen became part-owner of the 
reconstituted firm with ten per cent of the authorised share capital.” Soon 
after this, it was decided to dispense completely with the services of Rex & 
Co. During 1904, as Hugo Cunliffe-Owen briefly took charge of the 
company's affairs in China, Alfred Rex agreed to comply with BAT's wish 
to discontinue his firm's agency in return for an immediate payment of £750 
followed by further annual remittances of £500 over a five-year period. For 
its part, Rex & Co. covenanted not to undertake operations in the tobacco 
business in China for a period of 15 years. Significantly, Alfred Rex was 
required by the agreement terminating his agency to use his influence with 
the Wing Tai Vo Company to induce it to obtain its tobacco products from 
Mustard & Co.“ Following Rex's withdrawal, the agency for the British 
brands was turned over to Mustard & Co., which thus became BAT Co.'s 
sole distributors within Shanghai and for a distance of 100 miles around 
the сісу. 

During its early years, when the preponderant share of BAT's Chinese 
sales and all of its small amount of local manufacturing were focused on 
Shanghai, Mustard & Co. used its links with the local Chinese merchants to 
create a selling agency known as the Shanghai Tobacco Guild. Initially, six 
wholesale merchant firms were appointed to undertake the main task of 
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distribution through the framework of the Guild, one of which was Wing Tai 
Vo.“ Mustard’s control of this Guild, which had expanded to embrace 20 
Chinese firms by 1916, provided BAT with an effective sales network in 
Shanghai; the merchants traded only in BAT products and formed exclusive 
deals with local retailers which acted as a barrier to the products of rival 
domestic cigarette manufacturers.“ 

BAT's early dominance of the cigarette market in Shanghai threatened 
to be seriously disrupted when a widespread campaign to boycott American 
products erupted in the middle of 1905.“ The boycott presented small-scale 
Chinese tobacco manufacturers with an opportunity to gain access to BAT's 
Shanghai market, and it was during this campaign that the Wing Tai Vo 
Organisation made a strong impression on BAT's Western managers, 
particularly through the actions of one of the partners, Zheng Bo Zhao 
(Cheang Park Chew). Zheng was able to prevent the boycott from leading 
to a substantial fall in his sales by stressing the British origins of the Wills’ 
brands of cigarettes that his firm distributed, emphasising the point by 
relabelling the popular ‘Ruby Queen’ brand as ‘Britannia’ cigarettes. 
(BAT’s managers in Shanghai also responded to the hostility towards 
Americans by re-registering their American Cigarette Co. manufactunng 
subsidiary as the British Cigarette Co. in September 1905). Zheng's 
campaign was successful, and both during and after the boycott the Wing 
Tai Vo sales network expanded rapidly.“ 


IV 


The treaty port agreements of the nineteenth century, which govemed 
economic relations between the Qing government in Beijing and the 
Western Powers, limited foreign economic involvement in China to the 
purposes of mercantile trade. At the conclusion of the Sino-Japanese War of 
1894—95, however, the Chinese authorities had been obliged by the terms of 
the peace treaty signed at Shimonoseki to allow the commencement of 
foreign investment in the treaty ports.” After the boycotts of 1905 it became 
apparent to BAT’s top managers that the company would need use this 
newly gained concession to expand its manufacturing capacity in China and 
reduce its dependence on relatively high-cost imported cigarettes.* 
Manufacturing cigarettes directly within the treaty ports would enable the 
firm to compete effectively with low-cost native cigarette producers, and to 
develop the market for its cigarettes beyond Shanghai. With this latter aim 
in mind, it was also clear that commercial expansion in China would require 
the formation of a distribution network under the company’s control which 
was capable of channelling cigarettes beyond the treaty ports to those 
consumers located within the interior. 
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The individual charged with the responsibility of developing BAT's 
operations in China beyond the limits of the treaty port economies, James 
Thomas, had already gained experience of working in the tobacco markets 
of the Far East before joining ATC in 1899. He had been seconded to BAT 
Co. on its formation by James Duke, who placed him in control of the 
company's operations in India." On his transfer to Shanghai in 1905, 
therefore, Thomas was able to bring to the post both the knowledge he had 
gained from his experience abroad, and an appreciation of the workings of 
Duke's ATC organisation in America. The former experience convinced 
Thomas of the importance of adhering to the local trading infrastructure and 
customs, and of the need to market cigarettes at a price denominated in an 
appropriate local coin. The latter experience provided the basic blueprint for 
the production and distribution structure that he set about creating in China. 

In his capacity as managing director of the American (later British) 
Cigarette Co., and also as a director of Mustard & Co., Thomas controlled 
BAT's operations in Shanghai for ten years. During this time Thomas 
promoted a vast expansion in the number of cigarettes distributed by BAT 
in China which were manufactured directly by the factories of the British 
Cigarette Co. In 1906, the Pudong factory in Shanghai was extended to 
enable a total of eight million cigarettes per day to be produced. Also during 
that year a factory was begun in Hankou of Wuhan (Hankow), to which a 
second was added in 1911, giving the British Cigarette Co. a production 
capacity in Hankou of ten million cigarettes per day. In 1908 a cigarette 
factory was built in Manchuria, at Shenyang (Mukden), capable of 
producing another two million sticks daily.” By 1912, therefore, these three 
British Cigarette Co. production sites were capable of supplying the 
company's distribution networks with around 70 per cent of their total sales 
~ a level of output in excess of five billion cigarettes (100,000 cases) per 
annum (see Tables 1 and 2)! 

The influence of Duke's ATC organisation on Thomas' strategy in China 
is revealed by reference to the managerial structure adopted by the British 
Cigarette Co. As he set about the task of establishing BAT as the leading 
supplier of cigarettes across the whole of the Chinese Empire, Thomas 
adopted the centrally co-ordinated organisational management structure of 
the ATC. From his headquarters at 22 Museum Road in Shanghai, Thomas 
exerted authority over a small group of executives whose departments were 
responsible for carrying out the functions of purchasing, manufacturing and 
marketing." BAT’s long-term strategy in China, implemented by Thomas, 
focused on building a nationwide distribution structure which was under the 
company's control and which could be co-ordinated with the output of a 
small number of high-volume factories located directly within China. The 
strategy was clearly inspired by the experience of the tobacco industry in 
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TABLE 1 
CIGARETTE SALES IN CHINA (BAT v RIVAL FIRMS) 
1902—41 (vanous years) (50,000 cartons) 








Year BAT Sales (96) Rival Sales (96) 
1902 12,682 – n.a — 
1909 80,353 - na — 
1910 105,548 — па — 
1911 129,933 - n a. — 
1912 142,933 – паа. — 
1914 187,969 – n.a — 
1915 179,127 – na — 
1916 192,975 – La — 
1918 267,202 – па. — 
1919 309,028 — n.a. — 
1920 340,419 – па – 
1921 355,610 – па. — 
1922 405,707 – па — 
1923 509,478 (79.3) 132,643 (20 7) 
1924 634,624 (82.1) 138,704 (17 9) 
1925 587,950 (77 1) 174,886 (22.9) 
1926 580,413 (70.4) 244,032 (29.6) 
1927 562,690 (67 T) 268,497 (32 3) 
1928 516,419 (61 1) 328,439 (38.9) 
1929 820,431 (68.4) 379,027 (31.6) 
1930 877,905 (65 3) 466,813 (34.7) 
1931 823,764 (60.1) 545,962 (39.9) 
1932 797,146 (62.3) 482,811 (37 7) 
1933 791,953 (59.9) 529,844 (40 1) 
1934 708,162 (54 9) 581,212 (45 1) 
1935 752,7T1 (56.9) 569,464 (43.1) 
1936 877,376 (63 3) 509,558 (36 7) 
1937 1,118,616 (67 2) 546,471 (32.8) 
1938 901,939 (73 0) 333,819 (27.0) 
1939 871,943 (64 1) 487,943 (35.9) 
1940 885,518 (58 5) 627,005 (41.5) 
1941 894,909 (59.8) 602,725 (40.2) 





Notes BAT sales include those of Wing Та Vo, see Figure 2 for breakdown between BAT 
and WTV from 1923 onwards. 


Source: Shanghai (ed.), Ying-Mei, pp.512, 733. (See endnote 2 fox full title ) 
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TABLE 2 
OUTPUT OF MANUFACTURED CIGARETTES BY BAT IN CHINA BY FACTORY LOCATION, 
1912—25, 1931-32; 1936—41 (50,000 cartons) 


BUSINESS HISTORY 


Year — Shanghai Hankow Тешип Tsingtao Mukden Hong Kong Total 

1912 57,700 38,480 6,520 102,700 
1913 65,180 40,160 9,120 114,460 
1914 56,360 15,400 5,860 77,620 
1915 66,520 25,580 - 92,100 
1916 75,220 34,040 – 109,260 
1917 83,120 31,900 – 115,020 
1918 122,820 28,600 2,300 153,720 
1919 183,220 47,720 9,500 240,440 
1920 188,800 55,120 23,400 267,320 
1921 185,320 64,920 27,700 277,940 
1922 183,040 62,420 23,720 38,700 307,880 
1923 212,680 70,760 57,360 59,080 398,880 
1924 285,460 116,020 99,720 2,000 54,440 557,640 
1925 187,120 105,060 119,820 16,000 61,160 489,160 
1931 252,011 114,779 131,653 98,698 58,132 5,808 661,081 
1932 306,526 658 120,652 78,966 45,107 8,778 560,687 
1936 329,503 144,560 123,769 95,120 191,424 11,380 895,756 
1937 368,995 190,733 177,434 134,716 232,337 20,339 1,124,554 
1938 229,887 150,425 140,060 87,397 214,323 36,431 858,523 
1939 357,037 16,262 132,749 121,638 199,667 29,944 857,297 
1940 344,932 37,131 143,742 118,695 185,700 38,965 869,165 
194] 362,871 35,500 160,765 131,038 164,476 65,203 919,853 

Notes Output figures do not include production at Lopato’s factory in Harbin. 


Source As for Table 1, pp.1635-6, Table 4. 
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America, where the rapid growth of cigarette sales during the 1880s had 
encouraged the largest manufacturers to take a more active role in the 
distribution process. 

Traditionally, American tobacco manufacturers had merely employed a 
few travelling salesmen to make contact with local jobbers and retailers, 
while the bulk of the trade remained in the hands of independent 
wholesalers who supplied small retailers with a variety of goods, of which 
tobacco was only one. However, during the mid-1880s the largest cigarette 
manufacturers began to set up their own warehouses to serve dealers in the 
largest cities. The effect of this was to eliminate many commission 
merchants and some of the largest urban jobbers from the distribution 
system for cigarettes in the United States.” 

In America, therefore, by creating their own regional distribution 
centres, the cigarette manufacturers bad introduced a measure of forward 
integration into the tobacco industry. In China, James Thomas attempted to 
replicate this policy, as far as was practicable, by developing a distribution 
system which divided the Chinese market beyond the Shanghai area into a 
series of regional sales territories, each of which was placed under the 
control of a Territory Manager, supervised by the Sales Department of the 
Shanghai headquarters. Two strategies were then employed to manage this 
China-wide territorial distribution system. Firstly, a number of foreign 
salesmen were recruited by BAT whose task it was to supervise these 
territories and to promote the company's goods in collaboration with 
Chinese sales teams. These foreigners were supported by Chinese 
interpreters (compradors) a number of whom ultimately took on direct 
management roles within the BAT sales organisation.” Secondly, a series of 
warehouses were created in the main towns of China to receive and 
distribute the products manufactured in the company's factories. Where 
these warehouses were located outside the jurisdiction of the treaty ports, 
native Chinese were employed as depot-keepers to manage the stocks. 
Thomas’ principal achievement in China was his creation of a management 
system capable of administering these two elements of the distribution 
process. 

The foreign salesmen recruited by Thomas were mainly young 
Americans, drawn primarily from the tobacco growing areas of North 
Carolina and Virginia. The standard contract of employment for these 
young men involved a continuous period of four years abroad, followed by 
four months’ home leave.” A bonus was awarded to those who learned 
sufficient Chinese to pass the company’s examination.* One such 
employee, James Hutchison, began working in China during 1911 as a 
travelling salesman around Beijing (Peking) before graduating into the role 
of a Territory Manager two years later." His early work included tours of 
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local towns accompanied by a Chinese sales crew armed with advertising 
material (posters and handbills) and samples of the products.” 

One of the tasks of these travelling BAT salesmen was to monitor the 
market conditions in the different parts of the country to which they 
travelled. This was undertaken through the completion of Form 163, a 
survey of market conditions which had been designed by Thomas during his 
early excursions into the field. The form was completed monthly by all of 
the company’s travelling representatives as they visited dealers, before 
being returned to the company’s headquarters in Shanghai. It set out the 
prevailing conditions for each town in terms of population, dealers 
operating, depot facilities available, stock levels by brand, the local 
currency exchange rate and the general income levels of the inhabitants.? 
Duke had understood well the importance of accurate information of this 
kind, and his chief accountant in New York, W.R. Harris, created an 
accounting system for the American organisation, based around daily 
reports on brand sales by town, in order to keep stocks flowing smoothly.* 
Thomas adapted this procedure to the needs of the China market, in 
particular to pricing cigarettes at an appropriate level in the local currency.” 
During its first ten years in operation, the distribution system created by 
Thomas and managed by his American sales team continued to evolve. As 
the geographical scope of the sales network expanded, individual territories 
would be grouped together to form small Sales Divisions The three main 
focal points of this network emerged as the treaty ports of Shanghai, Tianjin 
(Tientsin) in the north, and Hankou (Hankow) situated inland from 
Shanghai along the Yangtze basin, although important adjuncts were the 
operations in Manchuria, centred in Shenyang (Mukden), and Hong Kong, 
the latter at this point still controlled directly from London. , 

Important as the American and other foreign salesmen were to the 
company's early growth in China, the expansion of BAT's distribution 
system also necessitated the increasing participation of Chinese merchants. 
One reason for this lay in the provisions of the trade treaties themselves, 
which prevented foreigners from owning land outside of the treaty ports and 
thus presented BAT with severe problems in terms of expanding their 
network of warehouse provision. To overcome this it was necessary to 
develop a system of warehouses which were under the ownership of 
Chinese nationals. In addition, BAT needed to tap into the well-established 
Chinese trading networks that already delivered goods extensively within 
China.* This required a system of dealers to be developed using contract 
arrangements which, as far as possible, ensured the security of BAT's goods 
as they passed through a complex Chinese distribution mechanism towards 
the ultimate retailers and hawkers. 

The means by which the company expanded their distribution system to 
incorporate Chinese dealers was through the development of two legally 
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binding contracts, Forms 15A and 16A, which, like Form 163, were 
introduced by Thomas. The Form 15A was designed to enable BAT to 
appoint independent Chinese merchants as godown (depot) managers for 
their stocks. The agreement permitted BAT to furnish large-scale depots 
with adequate stocks by retaining ownership of the goods until such time as 
they were released to the dealers.” Thus, although the 15А depots were 
independent concerns, in contrast to the company's own depots located 
within the treaty ports, the 15А agreement enabled BAT to transfer stocks 
to them without foregoing their right of title to such goods until they 
actually left the depot. This arrangement was supported by the Form 16A, 
which was a Guarantee Bond signed by all of BAT's appointed dealers. 
Before a Chinese merchant was appointed to deal in the company's goods, 
he needed several tens of thousands of Yuan as capital and permanent 
premises for dealing exclusively with BAT's goods. Additionally, in order 
to receive goods on credit a distributor needed to be able to offer BAT two 
guarantors, each of which constituted a firm with a permanent place of 
business.” The role of ће 16A Guarantee Bond was to act as a security 
against stocks held by the dealer. By signing the 16A agreement, each dealer 
pledged a fixed amount of compensation to the company, calculated by 
taking the credit limit allowed to the dealer in question and adding a 25 per 
cent margin, as guarantee against the loss of stocks held by him. 

These arrangements provided BAT with the security which it needed to 
extend credit to its dealers, who were then allocated goods on a 
consignment basis of no more than 30 days after they had been drawn from 
the depot. In areas too remote for the company to set up depot facilities, the 
main Association dealers were permitted to draw stocks on behalf of sub- 
dealers, under similar guarantee arrangements, thus effectively performing 
the wholesaling function.? The flows of stocks were monitored by both the 
Territorial Managers in the field and the Accounting Department in 
Shanghai which controlled all the financial transactions across the entire 
Chinese market. 


V 


The development of BAT's operations in China, and indeed the evolution of 
the company as a whole, was materially affected by two political events that 
Occurred almost simultaneously towards the end of 1911. On 16 November, 
a four-year process of prosecution by the anti-trust authorities in America 
culminated in the Supreme Court ordering the dissolution of Duke's ATC by 
formal decree. One month earlier, on 10 October, the discredited Qing 
government was forced to yield its political authority, and a Republican 
government was formally instituted under the provisional Presidency of Sun 
Yatsen on 1 January 1912. 
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The main implication for BAT Co. of the dissolution decree arose from 
the Supreme Court’s ruling that ATC should relinquish its institutional 
shareholding in the joint venture with Imperial. This decision led to two- 
thirds of the company's stock passing into the hands of private shareholders 
and left Imperial, which held the remaining one-third of BAT Co.'s shares, 
as the main single shareholder. In April 1912, in an effort to ensure its 
managerial autonomy, an Extraordinary General Meeting of BAT Co. 
agreed to issue 500,000 new ordinary shares and offer them to the existing 
directors at 30 shillings (£1.50) each. These shares, which had a market 
value of around £5, were available for purchase over a period of four years 
on condition that the directors did not act in a similar capacity for any other 
tobacco company. À total of 280,228 of these shares were allocated to 
James Duke alone.* Having masterminded the dissolution of his American 
tobacco empire following the Supreme Court judgment, Duke therefore 
declined to assume control of any of the successor companies, electing 
instead to resume the Chairmanship of BAT Co. that he had passed to Harris 
in 1905. Thus, during 1912, London became both Duke's temporary home 
and the undisputed managerial apex of the BAT organisation. To mark the 
shift in authority, an impressive new headquarters was built by the company 
in Westminster opposite the Houses of Parliament. 

The impact of the second political development, the Republican 
revolution, on Thomas' strategy in China seems to have been twofold. First, 
the failure of Sun Yatsen's regime and its successors to prevent political 
fragmentation in China encouraged Thomas to delegate more authority to 
regional managers in BAT's Chinese operation. Beginning in 1914, 
therefore, Thomas began the process of formally regionalising the 
company's sales management structure, placing it on a path which, by the 
1920s, effectively saw the company operating five relatively autonomous 
departments across the main macro-regions of China. Secondly, the 
growing popular antipathy towards foreigners which had helped to 
destabilise the Qing regime caused Thomas to experiment with the creation 
of a sales network which was managed directly by Chinese merchants rather 
than by Western salesmen. 

In 1912, two of the company's most trusted Chinese servants, Zheng Bo 
Zhao (by now the manager of the Wing Tai Vo distribution agency) and Wu 
Ting Sheng (a BAT employee), accompanied Thomas on a visit to London 
for a meeting with BAT's top management.” Following their return to 
China, Zheng Bo Zhao became the first Chinese agent to be allocated sole 
agency for a BAT brand, 'Ruby Queen', across the whole of China, rather 
than just in the Shanghai region. Meanwhile, with a similar aim in mind, Wu 
Jing Sheng was co-opted into a new initiative. 

Wu had first been hired by Thomas as his interpreter at the age of 20, 
and had been instrumental in helping the Western tobacco merchant to 
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establish tbe Shanghai Tobacco Trade Guild.* Thomas had been impressed 
by Wu's command of English, his ambitious attitude and his skilful dealings 
with influential Chinese gentlemen and merchants. Unlike Zheng Bo Zhao, 
who was part of the mercantile class that had benefited from the rapidly 
expanding treaty port trade, Wu was a member of the urban gentry whose 
political influence in China had expanded as the ruling Qing regime in 
Beijing disintegrated. Wu had already displayed his loyalty to the Western 
firm publicly when, at the height of anti-American sentiment in 1905, he 
spoke out in support of BAT at a meeting called to announce the boycott 
American goods at the Shanghai Chamber of Commerce.* 

Thus convinced of Wu's loyalty, and mindful of his growing political 
influence, on returning from London Thomas engaged Wu in a joint 
venture. In July 1912 a new company, wholly owned by BAT Co., was 
created in London called the Enterprise Tobacco Co. and this had taken 
control of certain BAT trademarks." Shortly afterwards, in November, a 
company was incorporated in Shanghai under the title of the Union Trading 
Co. and was immediately appointed as an agent of the Enterprise Tobacco 
Co., by which it was exclusively allocated within China the brands 'Purple 
Mountain’ and ‘New York'." The Union Trading Company,” in which Wu 
Ting Sheng now became a shareholder, was designed to develop a 
distribution network for BAT's cigarettes that would cover the whole of 
China, and which appeared, to outside observers, to be operated by a high 
profile member of the Chinese urban gentry. Significantly, it was also 
expressly designed 'for the purpose of creating competition among the 
salesmen in China’.” 

As a subsidiary company, BAT allowed Union much more generous 
credit arrangements than the existing Chinese agencies and hence the 
organisation was able to deal in much greater volumes of cigarettes. Using 
this advantage, Union rapidly expanded sales of the company’s products as 
Wu, applying his influence and offering incentives to dealers, made early 
progress." These initial successes of the Union Trading Company proved 
impossible to sustain, however, and towards the end of the decade the 
enterprise began to run into serious financial difficulties. For all his political 
influence, Wu did not have sufficiently deep roots in the mercantile 
community and was unable to maintain the company’s growth.” In 1919, 
the Union company went into liquidation and the Enterprise Tobacco 
Company was reconstituted to form BAT's operating arm in Hong Kong. 
This initial attempt formally to integrate traditional Chinese business 
networks into BAT's corporate structure in China therefore ended in failure 
principally, it would seem, as a result of Wu Ting Sheng’s limited 
mercantile links. In June 1920, six months after his mentor James Thomas 
went on leave from BAT Co., Wu resigned from BAT and took up 
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employment with its principal Chinese rivals, the Nanyang Brothers 
Tobacco Co.” 

The second plank of Thomas' strategy, regionalisation of BAT's Chinese 
sales organisation, began with tbe creation of three huge Sales Divisions 
covering the whole of China other than Manchuria and the Southern 
Provinces. Under these new arrangements, individual Territory Managers 
reported to newly created Division Managers, who then reported to the 
Shanghai headquarters. Thus another tier of management was added to help 
streamline communication within the organisation and improve territorial 
supervision. The three core sales areas, with their divisional headquarters in 
Shanghai, Tianjin (Tientsin) and Hankou (Hankow), now emerged as 
Southern, Northern and Central Divisions respectively. Sales in the south of 
China, co-ordinated trom Hong Kong, remained autonomous. 

In 1915 a fourth sales division was set up in Manchuria, with its 
headquarters based in Shenyang (Mukden). In this part of China, especially 
around Harbin in the north, Russian cigarette manufacturers had been 
operating since the turn of the century, popularising their own type of 
tobacco product featuring a mouthpiece, and BAT's main rival in Manchuria 
was the Russian firm of A. Lopato & Sons, founded at Harbin, Northern 
Manchuria, in 1898. In 1913, BAT gained a financial interest in the Lopato 
factory in Harbin, possibly expanding the capacity of the factory to produce 
some of BAT's brands, although the Lopato concern continued to operate an 
independent sales team." 

Notwithstanding the development of the company's own Manchurian 
Sales Division, relations with the Lopato concern were further extended in 
1918 when, following a surge in demand for Russian-type cigarettes caused 
by an influx of Russian refugees into Manchuria seeking sanctuary from the 
Bolshevik revolution, and probably also as a response to an intensification 
of competition in Manchuria from the Japanese State Tobacco Monopoly,” 
BAT and Lopato set up the Alliance Tobacco Co. with a registered office in 
Shenyang (Mukden) and with E.A. Lopato as Chairman.” Although BAT 
held a majority interest in this company, Alliance’s Board of Directors and 
their exclusively Chinese sales team again seems to have operated 
independently of BAT’s own Manchurian Sales Division. The Alliance 
initiative seems to have represented another attempt by the company to 
retain control of productive capacity but to facilitate competition between 
sales teams.” This particular arrangement struck problems during the early 
1920s, however, when the products of the Lopato company developed a 
price advantage over ВАТ” brands in the markets of northern China outside 
Manchuria, and a degree of rationalisation was necessary." 
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The boost given to the authority of the London office of BAT Co. by the 
Supreme Court’s ruling in 1911 was partly reversed by the outbreak of the 
war in Europe in 1914. On hearing the news, Duke returned permanently to 
New York and continued his (now largely nominal) Chairmanship of BAT 
Co. from there. In London, meanwhile, a group of five Vice-Chairmen 
assumed control of the company’s affairs at the newly built Westminster 
House headquarters. During 1916, the production of cigarette exports 
destined for the Chinese market, which before the war had become 
increasingly concentrated in BAT Co.’s British factories, was transferred 
back to America as British output shifted towards supplying War Office 
requisitions.” However, this loosening of London’s control over the 
company’s sales in China was compensated for by. the transfer of James 
Thomas to Westminster House in 1916 as director responsible for China, 
being replaced in Shanghai by his American assistant, Thomas F. Cobbs. 
Soon after the end of the war, in February 1919, the London management 
restructured its operations in China by creating a new holding company, 
BAT Co. (China) Ltd., registered in Shanghai, which acquired the assets of 
both the British Cigarette Co. and Mustard & Co. Although the Board of 
Directors of BAT Co. (China) initially included many members of BAT’s 
management in China, in 1920, due to the stipulation of the British 
authorities over the nationality of directors of British China companies, 
most of these directors were instructed to stand down. The changes acted to 
give the London Board a much stronger hand over the management of the 
China subsidiary during the inter-war years. 

Towards the end of 1919 a newly formed enterprise called the 
Chinese-American Bank of Commerce offered Thomas the opportunity to 
return to China in the capacity of managing director, and he successfully 
applied for leave of absence from BAT to take up this role.” Shortly before 
his departure from London, Thomas had persuaded his successor in 
Shanghai, Thornas Cobbs, to develop further the relationship between BAT 
and Zheng Bo Zhao's Wing Tai Vo organisation. In 1912, when BAT had 
first franchised the ‘Ruby Queen’ brand of cigarettes to Wing Tai Vo for the 
Chinese market as a whole, it had simply sold the cigarettes to them at a 
standard price, allowing Zheng to add on whatever profit margin he felt 
appropriate. Later, in November 1917, a more formal arrangement had been 
agreed upon by which BAT paid all expenses in connection with the 
distribution of ‘Ruby Queen’ and paid Wing Tai Vo a fixed commission of 
two per cent on each case sold." Now Zheng was instructed by Cobbs to set 
up a Sales network of distributors which exactly paralleled BAT’s China- 
wide depot system. Zheng’s own distributors were to be paid a commission 
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of one per cent in addition to the two per cent commission payable to Zheng 
himself. These distributors were given exclusive rights to deal in the brands 
of ‘Ruby Queen’ and ‘Vanity Fair’ (a lower grade brand) within the limits 
of each specified Sales Division, and were themselves to appoint 
Association dealers and sub-dealers in each of the villages, towns and 
districts served by the sub-depot within their designated division. Thus 
BAT now operated two independent sales organisations, acting in 
competition with each other, across the entire Chinese market. 

During 1920, two further developments acted to strengthen still further 
Wing Tai Vo's position within the BAT organisation. Firstly, in June, Wu 
Ting Sheng's defection to the Nanyang Brothers Tobacco Co. led Zheng Bo 
Zhao to be awarded his franchised brands to distribute within the Shanghai 
area." Two months later Thomas informed Jeffress, who had once again 
assumed overall responsibility for the China market at BAT's London 
headquarters, that a representative of the Liggett & Myers Tobacco Co. had 
arrived in China from the United States with the intention of setting up a 
rival selling organisation for that firm." Shortly afterwards, when Liggett & 
Myers did begin to compete in Shanghai with a brand of cigarettes called 
'Red House', BAT countered the move by franchising to Wing Tai Vo a 
brand named 'Victory'. The combination of Zheng's sales network and 
BAT's competitive strength meant that the ‘Red House’ threat was quickly 
nullified.” 

The key to Zheng’s ability to expand BAT's sales rapidly lay in his 
willingness to offer generous credit terms to his dealers. Whereas BAT had 
been obliged to place stringent conditions on its Chinese distributors in 
terms of guarantees, in order to safeguard itself, the regional solidarity 
which characterised Zheng’s network of Cantonese merchants allowed him 
to adopt much less restrictive conditions.” Zheng required much less in 
terms of the capital value of distributors, he extended credit on the strength 
of only one guarantor and on a much more lenient basis, and he even paid 
interest on money that was lodged with him as security. As a result, Wing 
Tai Vo was able to expand its network of distributors rapidly.” By 
September 1920, sales of ‘Ruby Queen’ had set a new monthly record for 
the company in China of 11,462 cases and the company found it necessary 
to resume production of cigarettes for China, which had been transferred to 
America in 1916, at its factory in Liverpool.” 

The success of Zheng’s Wing Tai Vo Company also made it a threat to 
BAT. Clearly, BAT’s ownership of trademarks and its high-profile 
marketing support provided a strong incentive for Zheng to retain his 
position as a BAT dealer, but the fact that Wing Tai Vo now controlled a 
significant proportion of the company’s sales gave him the necessary 
bargaining strength to draw BAT into a compromise arrangement, which 
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allowed Zheng a high degree of autonomy within the BAT organisation. In 
October 1921, Zheng and his two main business partners — Zheng Gong 
Xia, his eldest son, and Huang Yı Cong, his brother-in-law — joined with 
BAT to form the Wing Tai Vo Tobacco Corporation.” Using capital 
resources derived from sales commissions, Zheng and his partners were 
able to put up 49 per cent of the agreed capital of the new corporation of one 
million Yuan, with BAT providing the remaining 51 per cent. In order to 
maintain financial control of the Wing Tai Vo Corporation, BAT required 
that all dealers settled accounts through payment to the parent company's 
banks. Wing Tai Vo had no independent accounting records; the sales 
generated were recorded by the Accounting Division of the parent company 
and all accounts were receivable by that company. Commission was then 
paid to Wing Tai Vo in due course on the value of cigarettes that were sold 
through its distribution mechanism. In addition Wing Tai Vo received an 
annual bonus of 20,000 Yuan and, of course, 49 per cent of the profits 
generated by the Wing Tai Vo Corporation were paid to Zheng and his 
relatives on the Board of Directors. Thus, through their links with the Wing 
Tai Vo Corporation, BAT had grafted on to its own sales organisation in 
China a parallel organisation which was entirely Chinese-run, and which 
accounted for approximately one-third of all BAT's sales there between the 
wars (see Figure 2). 


УП 


What аге the implications of the preceding discussion for this paper's two 
main points of concern? First, what was the significance of the trade 
agencies which first opened a market for cigarettes in China for the 
subsequent development of BAT there? Secondly, how should the 
integration of Chinese business organisations and personnel into BAT’s 
distribution system in China be evaluated? These two issues will be 
considered in turn. 

The question of BAT’s precursors in China is of interest because it 
presents a coming together of two different forms of international business 
enterprise. As agency houses, both the American Mustard & Co. and the 
British Rex & Co. represent traditional nineteenth-century commission 
agencies which provided the links between the industrialised world and the 
pre-industrialised, frequently colonial, parts of the globe. The commercial 
value of these institutions — the source of their competitive advantage — lay 
in the locality-specific knowledge which they had acquired, combined with 
the established linkages they held back in their country of origin. Both 
Mustard and Rex had utilised these sources of advantage in pursuing their 
agency work for the cigarette manufacturers Duke (later ATC) and Wills. In 


FIGURE 2 
SALES OF MANUFACTURED CIGARETTES IN CHINA 
(BAT у WING TAI VO) 
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particular, Wills’ agent, Alfred Rex, had demonstrated the value of his local 
connections by thwarting Duke’s attempt to enter the Chinese market 
directly through the acquisition of the American Cigarette Co. in 1902. 

The complementary nature of the location-specific knowledge which 
these agencies possessed, and the process- and product-specific knowledge 
of the cigarette manufacturers, encouraged the development of a partnership 
between them. For such a partnership to be successful, however, it was 
necessary for the transfer of process- and product-specific knowledge to 
involve more than the simple transplantation of machinery. In addition, an 
important element of tacit knowledge was required in order for the 
manufacturing process to be adjusted appropriately to local conditions. The 
failure of the American Cigarette Co.’s attempt to exploit control of the 
Bonsack patent within China provides an example of the difficulties 
involved in transferring technological blueprints without the 
complementary expertise embodied in human capital. 

Even after taking control of the Pudong factory, and hence of the 
Bonsack nghts for China, BAT's principal objective was to put in place a 
distribution mechanism covering the market in Shanghai, whilst relying 
principally on imported cigarettes. Before engaging in a substantial burst of 
investment in plant and machinery, BAT took steps to acquire the necessary 
location-specific knowledge by purchasing control of the Mustard agency, 
thus bringing into its employ Lauritz Andersen, and induced Rex & Co. to 
withdraw from the market for cigarettes whilst passing on to Mustard the 
links with the influential merchants Wing Tai Vo. Only after these 
connections with local actors had been secured did BAT Co. step up its 
direct investment in China. The importance of these foundations for BAT's 
subsequent success in China can clearly be illustrated, both by the fact that 
Andersen remained a director of Mustard & Co. throughout the two decades 
that it operated as BAT's main distribution arm in Shanghai, and by 
reference to the central role that the Wing Tai Vo organisation came to play 
in the development of BAT's distribution mechanism for cigarettes in 
China. 

Forging links with expatriate agency houses such as Mustard and Rex 
constituted the cigarette manufacturers' first step in creating a distribution 
system to serve their needs in China.” One major drawback of these 
institutions, however, was that their direct area of influence in China rarely 
extended beyond the treaty ports of Shanghai and Hong Kong.™ Rex & 
Co.'s links with Wing Tai Vo were therefore especially valuable because 
they provided BAT with access to one of the traditional trading associations 
whose networks, founded upon the strength of regional collegiality, 
extended deeply into the Chinese economy." In contrast to Mustard and 
Rex, BAT's objectives in China were far more ambitious than simply 
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providing cigarettes within the treaty port economies. Under the managerial 
guidance of James Thomas, BAT soon began to look beyond those limited 
horizons. 

On assuming control in Shanghai, therefore, Thomas began to step up 
local production facilities and recruited an expatriate sales team who, 
supported by salaried Chinese interpreters, could take these low-priced 
cigarettes ‘up-country’ and establish relations with the traditional Chinese 
merchant houses that managed China's internal trade. During the ten years 
in which Thomas was in contro] of BAT's operations in Shanghai, the 
company established an extensive network of Chinese dealers who 
conducted warehousing arrangements for them beyond the treaty ports, and 
who took responsibility for the distribution of products to the final 
consumer. So effective did these links with Chinese merchants become, 
that, by the latter part of the 1920s, the need for Western salesmen to engage 
in travelling had more or less ceased.” 

This reliance on Chinese merchant groups has led Cochran to dispute the 
originality of BAT's distribution system, and to question whether BAT's 
entry into China actually led to the creation of something which, in 
economic terms, could be considered novel." Certainly, as time passed it 
was increasingly the Chinese merchants who managed the physical process 
of distributing BAT's cigarettes to the consumers. In addition, there can be 
little doubt that BAT's Western salesmen would have found it extremely 
difficult to operate without the support of their Chinese 
interpreters/compradors, to whom they were thus obligated. However, these 
marketing activities represented only the physical manifestation of the 
distribution system that BAT created in China. Supporting this field 
organisation was a system of management accounting, implemented by 
Thomas through his Accounting Department in Shanghai, which monitored 
its operation. This system ensured that the dealers obtained those supplies 
that their customers required, that the company's warehouses and dealers 
were not overstocked, that the credit allowed to dealers was kept to the 
minimum level commensurate with their needs, and that the revenues 
generated by the operation as a whole were properly accounted for and 
received by the company. These systems of market intelligence, of dealer 
guarantees and of financial accounting procedures were the products of 
Western business expertise that BAT's management introduced into early 
twentieth-century China. 

Managing a distribution mechanism comprising almost entirely of 
Chinese dealers was a key to BAT's success in China. Beyond this, 
however, it is important to recognise that the company also maintained a 
competitive edge by creating rivalry between different parts of its own sales 
organisation. This is evidenced by the schemes with Wu Ting Sheng and the 
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Lopato family and, most successfully, with Zheng Bo Zhao’s Wing Tai Vo 
operation. James Duke himself had come to appreciate in the United States 
that the benefits of large-scale production could easily be dissipated by the 
dulling effect that a monopoly position could have on sales performance.™ 
A striving to maintain rivalry within the sales operation whilst gaining the 
maximum economies of scale in production thus emerges as a continuous 
thread in the competitive strategy implemented by BAT's management in 
China during this period. 

BAT's crowning achievement within China was to oversee a distribution 
network that transcended in scope any of the individual Chinese trading 
associations which had hitherto carried out China's internal trade. It did this 
ultimately not by creating a full-blown distribution mechanism of its own 
making but by instituting an administrative framework that brought within 
its organisational compass a great many of the established trading firms that 
were already serving the traditional Chinese economy and by allowing 
certain of the elements within this distribution mechanism to compete 
against one another. 

BAT's long-term success in China lay less in its ability to protect the 
concentrated urban markets of the cities against competitors than in the 
ability to provide cigarettes to customers in tbe furthest reaches of China. 
As Table 3 illustrates, in 1931 (the first year for which a regional breakdown 
of sales is available), at a time when BAT and Wing Tai Vo together 
accounted for 60 per cent of cigarette sales in China, their combined market 
share in the Shanghai Sales Department — a market they had earlier 
dominated through the operations of the Shanghai Tobacco Guild — was just 
under 50 per cent. Their sales in Hong Kong, Guangzhou (Canton) and 
South China (which included treaty ports such as Shantou (Swatow), 
Xiamen (Amoy) and Fuzhou (Foochow)) were relatively weak. Again, in 
Northern China, their market share was relatively weaker in the city of 
Beijing (Peking), and in the Northern Division, which included the major 
commercial city of Tianjin (Tientsin), than in the more remote parts of the 
region. It was thus the extensive nature of BAT's sales network, its ability 
to propel its goods towards the more sparsely populated regions of China, 
and its ability to generate rapid growth of sales in these areas, rather than a 
monopoly control of the large urban markets, which accounted increasingly 
for its continued growth in sales and its strong national market share. 

Individually, the scope of the indigenous trading networks was relatively 
limited. Even the Wing Tai Vo organisation, which controlled an extensive, 
traditional Chinese place-of-origin distributnon network, had little 
representation in Manchuria or the South of China. Practically 50 per cent of 
Wing Tai Vo's sales were still concentrated in the Shanghai Sales Department 
by 1931. Only by linking together these networks through the medium of a 
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TABLE 3 
BREAKDOWN OF CIGARETTE SALES IN CHINA BY REGION, 1931 





BAT Brands WTV Brands Rival Brands - 


Department/Diiinon Sales Sales Market Sales Sales Market Sales Sales Market 
in Share in Share in Share 
(X) Certons (95) (9) Cartons (96) — (9b) Cartons (96) 








Manchunan Dept. 194 118639 77 05 1,052 1 63 34217 22 
Tientsin Dept 
Frontier Drvision 1.9 11,452 73 13 2,854 18 02 1321 8 
Northern Division 6.1 37,029 62 48 10,770 18 22 12,094 20 
Luhan Drviston 90 54,969 74 41 9350 13 1.7 9519 13 
Peking City 24 14,954 59 23 5,100 20 09 5,088 20 
Shantung Division 13.9 84908 64 132 29854 22 34 18,659 14 
Hankow Dept | 
Honan Division 5.0 30,329 60 63 14,294 28 1.1 5,783 11 
Hupeh Division 109 66,735 61 118 26,15 24 3.0 16554 15 
Hunan Drviston 25 15,353 60 05 1,121 4 1.7 9.323 36 
Kiangsi Division 13 7,767 32 22 4998 20 21 11,714 48 
Szechuen Division 1.5 9424 57 25 5615 34 03 1418 9 
Shanghai Dept. 
Shanghai City 1.4 8,591 7 229 51,774 42 115 62,91 51 
Eastern Division 84 51,216 25 18.6 42,045 20 212 115,617 55 
Nanking Divinon 9.6 58,652 31 83 18656 10 205 112,038 59 
Hong Kong Dept. 
Hong Kong 17 10346 37 00 0 0 32 17,481 63 
Canton City 1.1 6,420 8 0.0 0 0 132 72,005 92 
South China Divuion 3.6 21,957 37 00 23 0 69 37,878 63 
Yunnan Division 0.4 2,288 39 07 41,600 27 0.4 1,959 34 
Kwangsi Division*® 0.0 0 0 0.0 0 0 0.0 0 0 
TOTAL 100.0 611,029 44 1000 225,621 16 1000 545,259 39 





Notes: “No separate sales figures are given for the Kwangn Division of the Hong Kong 
Department until 1938. At that tme BAT was credited with a 52 per cent market share, 
the remainder being held by rivals 

Source: As Table 1, pp 734—46. 


comparatively sophisticated management accounting framework could a 
genuinely national distribution mechanism be created in Republican China. 
Moreover — and an observation that constitutes another indicator of BAT's 
success in Chinese business — Zheng Bo Zhao himself willingly adopted the 
business systems introduced by BAT, creating 40 sales territories across China 
headed by Territory Managers, and utilising the same system of 15A 
warehouses pioneered by the Western company. As Wing Tai Vo developed 
its business, it did so increasingly along Western lines.” 


BAT'S CIGARETTE DISTRIBUTION NETWORK 57 


Thus BAT were able to develop a thriving business enterprise in China 
because they were willing and able to adapt the expertise in the production 
and distribution of cigarettes, which they had already mastered, to the 
conditions that prevailed within China. On arriving in the Far East, BAT, 
and James Thomas in particular, were prepared to continue the process of 
learning. It was this willingness to learn and adapt that makes an analysis of 
BAT's operations in China between 1902 and 1941 so fruitful an example 
of the potentially successful marriage which could be made between 
Western business methods and the traditional mercantile institutions of 
China. 


NOTES 
This research has been supported by a grant from the Nuffield Social Sciences Small Grants 
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rival cigarette manufacturer, the Nanyang Brotbers Tobacco Co 


. The produchon machinery thet BAT brought into its China factones was leading-edge 


technology and its engineenng workshop ш Shanghai was a centre of excellence and 
innovation within the organisation. See, for example, BAT Archive (SASS), Document 
Nos 12-C-106 to 107 For the best attempt to assess tbe various aspects of BAT's 
performance in China see Cochran, ‘Commercial Penetration’ 


. Backward integration into the provision of support for farmers engaged ın leaf production 


began to take shape after 1913 when agricultural support and advice was provided to 
encourage farmers in Shandong (Shantung) and Hube: (Hupeh) provinces to grow tobacco 
suitable for use in cigarettes The difficulties involved in buying land in rural Chima, on 
which to buld reception stations for the leaf, for example, was overcome through the 
creation of the Hong An Real Estate Company, a Chinese-registered company under the 
nominal ownership of nme of BAT Co 's Chinese agents. 


. According to a Chinese source, BAT's reported profits from China for the period 1902—41 


amounted to approximately £50 million. However, it suggests that, taking into account such 
things as inflated raw material imports, excessively high salaries раа to the Western 
managers, unrealistically high depreciation, and the reserves retained as cash, the actual level 
of profit amounted to something more ш the region of £82.5 million for the period. Shanghai 
(ed.), Ying Mei, p.1536. What 1s not in dispate is that BAT's operations in China provided a 
mainstay of the company’s income, partcularly after the first ten years. Duke himself 15 
reported by the trade press as stating in 1915 that ‘It has taken many years to build up our 
business un China It is only now being put on a paying basis We were willing to take a loss 
there for ten years because we saw great possibilites in the country’. Tobacco, No.410 (Feb. 
1915), p 37 Of course, his reported losses are likely to be partly designed to deter rival 
tobacco firms in the USA, which had gained their independence following the dissolution of 
the American Tobacco Company a little over two years earlier, from emulatmg BAT's 
strategy in China 
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1989), рр 189—216. In the case of American firms, seo M. Wilkins, ‘The Impacts of 
American Multinational Enterprise on Amencan—Chinese Economic Relations, 1786-1949’, 
in May and Fairbank (eds.), America's China Trade, pp 259-92 

For a discussion of the extent to which British firms, including BAT Co., conducted business 
ш China beyond the treaty ports, see J. Osterhammel, ‘Impenalism in Transition. British 
Business and the Chinese Authontes, 1931-37, China Quarterly, Vol.98 (June 1984), 
pp.260-86. 
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The stocy of James Duke's creation of the American Tobacco combine bas been recounted 
оп numerous occasions, most recently by К. Kluger, Ashes to Ashes: America s Hundred- 
Year Cigarette War, the Public Health, and the Unabashed Triumph of Philip Morns (New 


York, 1996), pp.20—26 Other academic accounts are PG Porter, ‘Origins of the American 
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Duke's of Durham, 1865—1929 (Durham, NC, 1975), рр 26-55 
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Cigarette Industry: W Duke, Sons & Company of Durham’, The North Carolina Historical 
Review, Vol 48 No 1 (1971), pp.31—43; on Wills see B WE. Alford, ‘Penny Cigarettes, 
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Century’, in B. Supple (ed ), Essays in British Business History (Oxford, 1977), pp.49—68. 
By 1900, ATC's London depot was actually beginning to mcur losses for the American firm. 
Seo Bureau of Corporations, Report of the Commissioner of Corporations on the Tobacco 
Industry, Part I (Washington, 1909), p 166. 

M. Corina, Trust in Tobacco: The Anglo-American Struggle for Power (London, 1975), 
pp.65-108. 

A number of American firms had developed a significant export trade in hand-rolled 
cigarettes from the beginning of the 1880s. Duke's company followed these pioneers a little 
later and a contemporary report in the tobacco trade press indicated that in 1886 Duke's firm 
already claimed to possess a large trade for their still mainly hand-rolled cigarettes in China. 
Tobacco, VoL6 No.67 (July 1886), p.156. 

The origins of Mustard & Co can be dated back to at least the early 1870s. An obituary of 
Mr Yao Ching Yung in the BAT house journal in 1925 indicates that the deceased had been 
hired by Mustard & Co. in 1871 as assistant storekeeper and, as a result of ns longevity, had 
become something of a celebrity within the BAT organisation. BAT Bulletin, Vol.17 No.73 
(1926), p.95. 

Ying Mei Ylen Kung Ssu Yueh Pao [British American Tobacco Co. Monthly Journal] (Sept. 
1923), p.2. The Yueh Pao was BAT Co.'s hoose journal in China. Tbe edition of September 
1923 was a special commemoration number produced to celebrate the 21st anniversary of 
BAT's formation. The publication gives synoptic outlines of many of BAT's Chinese dealers, 
as well as the most important ‘foreigners’, 1 e. Westerners, employed by BAT in China. 
According to the Yueh Pao account, ‘Pin Head’ were the first machine-made cigarettes to be 
sold in Shanghai. ‘Pin Head’ were the first cigarettes to be manufactured mechanically by 
Duke's compeny, in 1885, but the brand did not become very popular 1n the United States; 
sco B.W.C. Roberts and RF Knapp, ‘Paving the Way for the Tobacco Trust. From Hand 
Rolhng to Mechanized Cigarette Production by W Duke, Sons and Company’, The North 
Carolina Historical Review, Vol 69 No.3 (1992), рр.256—81. 

For a brief summary of Wright’s career see W.S. Powell (ed.), Dictionary of North Carolina 
Biography, Vol6 (Chapel Hill, NC, 1996), p.279. His relanonship with the Dukes is 
discussed in Durden, Duke of Durham, pp.19, 28—35, 39—43 and passim. 

According to the account in the BAT bouse journal, Andersen had been the first to 
manufacture cigarettes in Shanghai using a plant that was driven by a small gas engine. BAT 
Bulletin, VoL17 No 73 (1926), pp.30-31 

A brief obstuary of E. Jenner Hogg indicates that he had settled in Shanghm in 1857 at the 
age of 20 and lived there continuously until his death in 1920, aged 83. It does not mention 
his mvolvement with the American Cigarette Co. See F.L. Hawks Pott, A Short History of 
Shanghai (Shanghai, 1928), pp 246-7 See also E.O. Hauser, Shanghai, City for Sale (New 
York, 1940), pp.99—100. 

BAT's own account of the development of the China market indicates that the Amencan 
Cigarette Co had also used the Mustard agency to market its products. BAT Archive (SASS), 
Documents 2-C-39 and 2-C-58. 


. Letter from R.H. Wright to the American Trading Company, Shanghai, 5 Dec. 1898, in the 


Richard Н Wright Papers, Special Collections Department, William R. Perkins Library, 
Duke University (bereafter Wright Papers) 

In response to a letter from Collins complaining that the cigarettes produced on the machines 
were developing a yellow stain, Wright wrote to suggest that either the company was using 
an inferior glycerine, accusing the firm of changing to different suppliers in order to save 
money, or that they were incorrectly processing the tobacco and not taking into account the 
effect of the local climanc conditions See Wright Papers, letter dated 2 Jan. 1899 from 
Wnght to the Amencan Trading Company, Shanghai The American Trading Company 
seems to have played an umportant role as mtermediator for US tobacco firms in the Far East 


generally. 
. Wnght Papers, Wright to the American Trading Company, Shanghai, 5 Dec. 1898. 
. The BAT bouse journal states that the factory in Pudong was ‘not a success, and was shut for 


some time pror to Messrs W D. & H.O Wills acquinng same in 1901’ BAT Bulletin, Vol.17 
No 73 (1926), p 31. In fact, Wills did not acquire the factory until 1902. The agreement for 
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the sale of the premises to Wills includes provision for vanous supplies on order, suggesting 
that ıt was certainly in operation at that time. BAT Archive (SASS), Document 13-C-177 


. Cited in Alford, WD &4 HO Wills, pp 218-19 


The transliteration of this firm’s name using the conventional pinyin system 1s Yong Та He 
However, m order to maintain consistency with archival references, the old transliteration of 
the Cantonese name 1s utilised ın the text 

Tbe Wing Tai Vo warehouse ın Shanghai had been set up to import and distribute cigars from 
the Philippines. Chen Ren Ле, ‘Ying Med yan gong m ma ban Zhen Bo Zhao’ [The 
Comprador of the BAT Co Zheng Bo Zhao], Wenshi ziiao xuanji [Selection of material 
relating to culture and history] Zhong guo renmin zhengzhi xieshang huiyi (ed), 
[Consultanve Political Conference of the Chinese People] (Shanghai, 1978), pp 157-77; 
BAT Archive (SASS), Document 13-C-188. 

BAT Archive (SASS), Documents 13-C-176 to 178 

BAT Archive (SASS), Documents 13-C-174 to 181: H Roberts to C E Roach, 14 May 1902, 
Agreement between E Jenner Hogg and Н Roberts dated 14 May 1902, Rex & Co toJ S. 
Fearon, 9 July 1902, J Taylor (Inspectorate General of Customs, Shanghai) to A. Rex, 10 
July 1902; Notice of Extraordinary General Meeting of the American Cigarette Co , posted 
by CE Roach by Order of the Board, dated 11 July 1902; Rex to Fearon, 11 July 1902; 
Fearon to Rex, 11 July 1902. The American Cigarette Co was formally transferred to Wills 
on 13 Aug 1902 BAT Archive (SASS), Document 2-C-58. 

Wnght, as a shareholder 1n the American Cigarette Co., 1s likely to have been very supportive 
of the decision to sell the Bonsack patent to Wills rather than his old nval Duke Wright had 
already engaged in discussions with the Wills company in 1898, when it appeared that 
Duke's firm might invade the Britsh market. See Wright Papers, Wnght to Hugo Cunliffe- 
Owen, London, 3 Dec 1898 


. Companies Registration Office, Document No 74974/14, Agreement between the Imperial 


Tobacco Company and others dated 27 Sept. 1902 

For the purposes of the Agreement, the term ‘United States’ was taken to include Cuba, 
Puerto Rico, the Hawauan Islands and the Philippine Islands. 

It should be noted also that Hugo Cunliffe-Owen, BAT Co 's Secretary, worked in both 
London and New York and thus provided an important link between the two groupings of 
directors before tbe First World War 

Although Cochran suggests that BAT Co inherited Mustard & Со °з old factory, as well as 
the American Cigarette Co’s Pudong plant, tbe company's own Chinese in-house magazine 
indicates that during the company’s first five years in Shanghai its actual operations there 
consisted only of ‘a small factory at Pootung employing a few hundred Chinese’ Cochran, 
Big Business, p 14, Yeuh Pao, p 18. On Keily see idem, p 8 

BAT Archive (SASS), Document 3-A-5. 

Yueh Pao, p.100. 


. It is clear from the writings of James Thomas that Duke continued to take a close interest in 


BAT's development in China even after handing over control to Harns See J A. Thomas, A 
Pioneer Tobacco Merchant in the Orient (Durham, NC, 1928), pp.38—63 


. BAT Archive (SASS), Documents 2-E-56 to 59 
. BAT Archive (SASS), Documents 13-C-182 to 195 H Cunliffe-Owen to Rex & Co, 21 


June 1904, A Rex to H Cunliffe-Owen, 22 June 1904, Mustard & Co to A Rex, 23 June 
1904, A Rex to Mustard & Co, 23 June 1904; Cunliffe-Owen to Rex, 28 June 1904; 
Cunhffe-Owen to BAT Co , London, 28 June 1904. 

This was formally agreed on 28 June 1905, less than one month after Thomas’ arrival in 
Shangha BAT Archive (SASS), Document 2-C-59, Yeuh Pao, p.10 


. The other five were Fu He, Qian Kun He, Ye De Xing, Yong Sben Chang and Shun Xia Yuan. 


See Chen Ren Jie, “Ying Mev’, p.157 

Cochran mentions the work of the Shanghai Tobacco Guild in vanous places, cf. Cochran, 
Big Business, pp 29—33, 1dem, ‘Commercial Penetration’, p 171. See also idem, ‘Economic 
Institutions’, p 10 

M.-C Bergère, The Golden Age of the Chinese Bourgeoine, 1911—1937 (Cambridge, 1989), 
pp.50—-51, notes that the campaign of May 1905 was the first occasion ın which boycothng 
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had been used for explicitly political purposes and that it spread to all the merchant 
communities of the treaty ports 

Chen Ren Jie, “Ying Mei, p.157; Cochran, Big Business, рр 45—53, notes that around 20 new 
Chinese-owned cigarette companies were formed during this time, but that few survived 
much beyond the duration of the boycott. For an example of such a rival concern, the Pei- 
yang Tobacco Company, see W.K.K. Chan, Merchants, Mandanns, and Modern Enterprise 
in Late Ch'ing China (Cambndge, MA, 1987), pp 104—6. 

The factory built by the American Cigarette Co. before 1895 was therefore strictly illegal 
under the terms of the treaty port agreements. It may be for this reason that the factory was 
constructed outside of the treaty port territory of Shanghai, on the east bank of the Huang Pu 
river in Pudong 


. It is clear that the question of stepping up local production in China was raised with Doke by 


Harris when һе visited Shanghai in 1904 Duke cabled to him, ‘If cigarettes can be made 
propedy and more cheaply in China they should be made there.’ Special Collections 
Department, Wiliam К Perkins*Library, Duke University (hereinafter J.B. Duke Business 
Papers), papers of James B. Duke, coded telegram, J.B. Duke to Harris, dated 17 April 1904. 
J.K. Winkler, Tobacco Tycoon: The Story of James Buchanan Duke (New York, 1942), 
рр.150-52 Thomas had first gone abroad in 1888 whilst working for the tobacco firm of 
Motley & Wright. On Thomas’ carly travels see his own account, J.A. Thomas, Trailing 
Trade a Million Miles (Durham, NC, 1931). Between 1897 and 1899 Thomas worked in the 
Far East, including China, for the Liggett & Myers Co When ATC bought out Liggett & 
Myers, in 1899, Thomas worked for Duke's firm in India, Singapore and the Strats 
Settlements before the move to China, see Thomas, Pioneer Tobacco Merchant, pp.23-4. 
BAT Archive (SASS), Document Nos 2-G-1 to 13. 


. This process of expanding local production in China was disrupted by the outbreak of the 


war in Europe, when the traffic ın machines to the new overseas factones was brought to а 
halt. L.A. Batchelor-Snnth, Laom of Memones: A History of Southampton Branch of British- 
American Tobacco Co. Ltd. (Southampton, 1969), pp.6—7. 

Cochran, Big Business, p 15. By 1923, these specialised departments at the Shanghai 
headquarters comprised Sales, Manufacturing, Leaf, Printng, Engineering, Supply, 
Accounting, Advertising, Traffic, Insurance, Legal and Order Departments. Yeuh Pao, 
pp.30-36 

G. Porter and H C. Livesay, Merchants and Manufacturers: Studies in the Changing 
Structure of Nineteenth Century Marketing (Baltimore, MD, 1971), p.205 


. A good example is the career of Yuan Yu Shu who was first employed by BAT as an 


interpreter in 1908. He was appointed as a District manager in 1916, an assistant Terntory 
manager in 1917 and was appointed Territory manager for Тап папури (Zhenjiang) in 
Kiangsu (Jiangsu) Province in 1920 Yweh Pao, p 95. 

Thomas, Pioneer Tobacco Merchant, pp 85-6. 

According to Thomas, ‘We paid a bonus of $1,000 to every American who learned to speak 
commercial Chinese in four years, and we beld examinations every six months to check up 
on progress Three out of five of the men that we brought out to China learned to speak fluent 
Chinese, and four out of every five held their jobs’ J А Thomas, ‘Selling and Civilization: 
Some Principles of an Open Sesame to Big Business Success in the East’, Asta, Vol.23 No.12 
(1923), pp 896—9 and 948-50 (quotation from p.949). 


. J.L. Hutchison, China Hand (Boston, MA, 1936), pp.53, 101-2, 153—5, 171, 177 
. Simular tours of Chmese towns arc descnbed by another early BAT recruit from North 


Carolina, Lee Parker, who began his first tour of duty in Manchuria m 1909. L. Parker and 
R D. Jones, China and the Golden Weed (North Carolina, 1976), pp 20-26. 

According to Thomas’ own recollections, ‘This form [163] was made out in Singapore in 
1899 by myself, in pencil, and sent to the New York Office to Mr. WR Harris, who instantly 
saw the usefulness of 11 and had a form printed, which ıs still in use with the necessary 
changes made to keep it up to date or in other words adapting the form to local conditions’ 
Special Collections Department, Wilham R Perkms Library, Duke University (hereinafter 
Thomas Papers), papers of James Augustus Thomas, letter from Thomas to CS Wolsiffer, 
Shanghai, 22 April 1923 An example of a completed Form 163, returned from the Luhan 
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Division by Mr WT Smith in November 1918, 1s grven in Shanghai (ей), Ying Mei, p.544. 


. J.W Jenkins, James B Duke. Master Builder (New York, 1927), pp 168—9 
. When visiting a town in China for the first time, Thomas’ ‘first move was to make a study 


of the currency and to find the coin of low denomination generally current Then I could give 
a шап a good smoke for a price that would not necessitate the clumsy malang of change’. 
See Thomas, 'Sellig and Civilization’, р 897 

For a detailed analysis of the traditional trading networks that operated within China, see 
G.W. Skinner, ‘Marketing and Social Structure in Rural China’, Journal of Asian Studies, 
Vol 24 No.1 (1964), pp.3—43 

A history of the Chinese company states: “The onginal method of distribution from depots 
established by the Company in various parts of China, to which cigarettes were transported 
end from which they were dutnbauted to purchasers was not affected by the arrangement with 
firms known as “distributors” [i e. independent wholesalers] since m all cases, whether the 
distribution was handled by distnbutors or by the Company's branches and sub-branches 
direct, the property of the goods remained in the Company unt! sales to dealers were 
effected.’ BAT Archive (SASS), History of YTTC, Document Nos 13-D-1 (0 2 YTTC (Yee 
Tsoong Tobacco Со.) was an identity adopted by BAT Co. in China after 1934 

Chen Ren Jie, ' Ying Mer’, p 159. 

The system operated by BAT is described in detail in an internal ‘Memorandum on 
Consignment Delivery System’ in the BAT Archive (SASS), Document Nos. 13-D-21 to 25. 
The system of 15А godowns was also applied to South-East Asia and India See C Basu, 
Challenge and Change: The ITC Story, 1910—1985 (Calcutta, 1988), pp 151-2 


. J.B. Duke Business Papers, letter from Joseph Hood to J В Duke dated 11 April 1912 
. Chen Ren Jie, ‘Ying Mei’, pp 157-8. 


On Wu's relationship with BAT, see an account written by his son, Wu Sing Pang, in BAT 
News (Spring 1988), pp 10-13 See also Cochran, ‘Economic Institutions’, рр.170-71 
Cochran, Big Business, pp 28-9, 46. 

BAT Archive (SASS), Document No 2-E-77. 


. Chen Ren Jie, “Ying Mea’, p 159; BAT Archive (SASS), Document Nos 3-A-5 to 8, summary 


of legal agreements undertaken by BAT Co 1n China, 1902-24 

The ttle of the company was changed the following year to the Union Commercial 
Company. 

This statement is taken from a note prepared by RJE Prce, a BAT executive in China, 
wnitten in 1936 See BAT Archive (SASS), Document No 2-C-60 

In February 1916, Thomas cabled Wu from the company's New York office, offenng his 
congratulations for selling 446 cases of ‘Purple Mountain’ the previous month A few days 
later, he wrote to Cobbs, his successor 1n Shanghai, ‘The feeling here us that we should push 
“New York” cigarettes and enthuse Wu Tig Seng and his people to push “Purple Mountain” 
all they can now that this brand ы made in Pootung’. Thomas Papers, Thomas to Wu Ting 
Seng, Shanghai, 4 Feb 1916 and Thomas to TF Cobbs, Shanghai, 10 Feb 1916 
Chen Ren Jie, “Ying Ме’, p 159 

Dunng 1914, Wu had been used by BAT’s management to engage in discussion with 
Nanyang on the possibility of a merger. Later, in 1917, soon after Nanyang had began to 
build a factory in Shanghai and shift its operational base from Guangzhou [Canton], Thomas 
tated another unsuccessful attempt to buy out the Nanyang concern in which Wu was 
again involved. See Cochran, Big Business, pp 28, 84—96, 157-63 


. Yueh Pao, pp 30, 121 


The firm granted the nght to manufacture and distribute the products of the Japanese 
Government Tobacco Monopoly ш China was the Toa Tabako Kabushiki Kaisha, which 
seems to have been registered as the East Asia Tobacco Co Ltd See Rea's Far Eastern 
Manual (Shanghai, 2nd edn. 1924), p 316 

The Alliance Tobacco Co was registered in Shanghai on 28 Apal 1919 and the majonty of 
the shares were taken up by the Bntish Cigarette Co BAT Archive (SASS), Document 
Nos 2-C-169 to 170 Lopato’s role as Chairman 1s corroborated by a report on the tobacco 
industry ın China given by Rea's Manual (see preceding note), p 315 

An item on the Alliance Tobacco Co in the BAT house journal, under the sub-heading 
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‘Associated Companies’, states: ‘The Alliance Tobacco Company of China Ltd has its Head 
Office at Moukden [Shenyang] and 1s controlled by a Board of Directors there who are 
entirely independent of the В А T. .. [This] will help the Reader to understand why it 1s that 
sometimes be finds the Alliance Company doing things differently to the way m which the 
B.A T does them, and why it 1s that their policy sometimes appears to be directly in 
opposition Please remember that competition is a good thing for us all’ Yweh Pao, p.30. In 
fact, the degree of independence of the Board of Directors seems to have been rather more 
limited than this account gives credit Certainly a plan adopted by Lopato to franchise brands 
to a local Chinese dealer on an exclusive basis met with Thomas’ opposition in 1919 See 
Thomas Papers, letter from Millard, Shanghai, to Thomas dated 13 Oct. 1919 

The problem arose due to depreciation of the local copper currency in North China which 
forced ВАТ to raise the price of its cigarettes from five to six coppers to retain its profit 
margin. The Russian manufacturers, on the other hand, were able to maintain tbe price of 
their similar quality cigarettes at the lower value, presumably because its prices were a 
function of the rouble exchange rate which had been less badly affected. Tbe products of the 
Alliance company flooded into the markets of northern China and, because they passed 
through different channels to those used by BAT, many of the latter firm's dealers found their 
sales collapsing. BAT therefore reached an agreement with tbe directors of Alliance whereby 
the Anglo-American concem would take over the marketing of all the Alliance Company's 
brands outside of Manchuna BAT Archive (SASS), Document Nos. 13-C-51 to 54, Minutes 
of Meeting of Board of Directors of Alliance Tobacco Co of China, Ltd , 20 Sept. 1922. 
The proportion of BAT's exports to China from the company’s factories in Britain had 
steadily grown during the company’s first decade in operation, possibly because of the 
convenience of the bonded factories which Bntish legislation made available. In 1913, a new 
factory came into operation in Liverpool which began production of Chinese brands such as 
‘Ruby Queen’ and ‘Pirate’ J Jones, Cigarettes — Liverpool 5; The Story of the Liverpool 
Branch of Britsh-Amencan Tobacco Company Ltd (Liverpool, n d ), p.11. 

In December 1920, following a number of requests by the company for him to return to his 
post in London, Thomas was formally requested by Hugo Cunliffe-Owen to remgn from the 
BAT Co Board. See Thomas Papers, correspondence from A.G. Jeffress, London, to Thomas 
dated 23 June 1920 and Thomas to H. Cunliffe-Owen, London, 3 Nov 1920 On Thomas’ 
work for the bank, sec NH Pugach, ‘Keepmg an Idea Ahve The Establishment of a Sino- 
American Bank, 1910-1920’, Business History Review, Vol 56 No 2 (1982), рр 265-93 
BAT Archive (SASS), Document No 2-E-32 

Thomas Papers, agreement between Mr Cheang Park Chew (Zheng Bo Zhao) and BAT Co 
(China) Ltd, dated 16 May 1919 


. Thomas Papers, letter from H.C. Tan, BAT Co (China), Shanghai, to Thomas dated 10 June 


1920. 


. Thomas Papers, letter from Thomas to A.G Jeffress, London, dated 24 Aug. 1920 


On Wing Тю Vo's competition with Liggett and Myers, see Chen Ren Ле, ‘Ying Mea’, p 158 
Liggett and Myers bad been acquired by ATC ın 1899, during tbe so-called ‘Plug War’, but 
had become an independent entity again following tbe dissolution in 1911 On Liggett and 
Myers’ role in tbe plug war, see M.R. Burns ‘Outside Intervention ш Monopolistic Price 
Warfare. The Case of the "Plug War" and the Union Tobacco Company’, Business History 
Review, Vol.56 No 1 (1982), pp.33—53. BAT bought out Liggett and Myers interests in China 
in 1927 See BAT Archive (SASS), Document Nos 2-E-71 to 73. 

The regional links which were so important to the success of Wing Tai Vo were a 
characteristic feature of the capitalist bourgeoune that had emerged in Republican China at 
that time. These groups, including Zheng Bo Zhao are discussed by Bergère, Golden Age, 
Ch 4, esp pp.141-52 

Chen Ren Jie, ‘Ying Met’, pp.160—61. 


. The cigarettes in question were Wills’ ‘Pirate’, brand. Thomas Papers, letter from C.W 


Pettrtt, BAT Co.'s China Department, London, to Thomas dated 5 Oct 1920. 

BAT Archive (SASS), Document Nos 2-E-32 to 43 

Wills and ATC were not the only cigarette manufacturers who attempted to develop a market 
for their products in China before 1900 Tbe American firm of Cameron and Cameron, part 


The Impact of the International Tin 
Restriction Schemes on the Return to Equity 
of Tin Mining Companies, 1927—39 


JOHN HILLMAN 
Trent University 


Tin was the exciting metal af the 1920s. New consumer industries expanded 
demand, which soon outstripped supply, and the trade was dominated by 
talk of an impending tin ‘famine’.' Since this diagnosis was confirmed with 
a rapid rise in price, fresh capital flowed into the industry, especially in 
Malaya, Bolivia and Nigeria. By the end of the decade it was clear that the 
resulting productive capacity exceeded demand, and the industry confronted 
a chronic surplus. Throughout 1929 and 1930 attempts were made to get 
miners to restrict output, and by 1931 the governments of the four major 
producing countries — Bolivia, Nigeria, Malaya and the Dutch East Indies — 
decided to form the International Tin Committee (ITC) and impose 
compulsory production restriction. The magnitude of the task facing the 
ITC proved to be far greater than was initially anticipated and it continued 
to regulate the tin market until it went into hibernation with the Second 
World War. 

Cartelisation proved highly controversial. While the ITC claimed to be 
simply securing 'a fair and reasonable relation between production and 
consumption with a view to preventing rapid and severe oscillations of 
price’, its opponents argued that the definition of 'fairness' was so biased 
towards the high-cost producers that consumers were subjected to nothing 
less than ‘commercial banditry’.2 Since such a short-term price policy 
encouraged consumers to search for substitutes, the long-term future of the 
industry was thought to be jeopardised. 

‘Faimess’ also proved to be elusive in the allocation of production 
quotas. Although Siam soon joined the ITC, she did so on generous terms 
that moderated the level of restriction imposed on her. The World Monetary 
and Economic Conference of July 1933 held up the ITC as a model of how 
to regulate otherwise troubled primary commodities and encouraged all 
producing countries to join.* While Portugal, Cornwall, French Indo-China, 
and the Belgian Congo did so, the terms of their participation simply set 
limits to the rate of possible expansion, rather than any actual restriction. 

Like any cartel, the ITC was bound to run the risk of misjudging the 
market, and was limited in its ability to deal with free-riders. But the politics 
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of tin during the 1930s were particularly acrimonious because they fed on a 
series of tensions between various corporate groups that had emerged 
during the boom of the 1920s. This in turn reinforced the natural scepticism 
of neo-classical economists towards cartels, who have provided a generally 
negative assessment of the ITC.’ 

While the criticisms of the cartel are extensive, they have not been 
firmly grounded in any empirical analysis, and this article will consider the 
extent to which some of the issues raised can be resolved by reference to 
one measure, the internal rates of return experienced by holders of equity in 
tin-mining companies. Following a discussion of this concept and its 
importance, it will be used to compare tin with other industries, and to 
explore the position of the various corporate sectors that were the focus of 
the controversies. 


П 


The critics of the ITC often turned to the dividends paid by tin companies 
as evidence for their charge that it pursued a policy of inordinately high 
prices.’ Since the dividends were thought to be excessive, it was easy to 
conclude that they were the inevitable result of distortions in the market for 
tin introduced by the cartel. Treating dividends as a proxy for profits is 
tempting, but extremely misleading, especially in the case of mining 
companies. 

The standard form of capital construction recognised two kinds of 
investment — in the acquisition of the mineral deposit, and in the equipment 
and organisation required to extract it. When companies were floated on the 
London Stock Exchange the promoters usually issued a prospectus which 
contained an engineer’s report on the nature and value of the deposit to be 
acquired. This valuation was reflected in both a cash payment and the 
assignment to the vendors of a number of shares with the same status as 
shares sold to outside investors. 

Including the value of the deposit in situ in the capital structure of the 
company creates an interesting accounting problem. Exploiting a deposit 
means depleting it, and part of the capital is destroyed as well. This is a 
problem for all mining companies, but was especially acute for those 
working superficial alluvial tin deposits. Here the value of the mineral was 
often around 40 per cent of total capital value of the mine and it could be 
extracted within a comparatively short period of time.* One solution was to 
take out an amortisation policy, so that when the mine was exhausted, the 
Capital value could be returned to the shareholders or invested in a new 
mine. However, most boards of directors of tin companies preferred to pay 
out as much as possible to the shareholders, since consistent dividend 
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payments were seen as a sign of financial health and reliability." Dividends 
therefore blended two payment streams, profits on capital invested, and a 
return of capital. Although shareholders were sometimes reminded that their 
dividends included an amount for amortisation, the income tax authorities 
made no such distinction and the full amount they received was liable to tax. 
Without assessing the portion attributed to amortisation, grossed up to 
include income tax, dividends cannot be related to profits. 

The risks inherent in mining generate an additional set of problems 
which have to be solved before a profit rate can be calculated. The mineral 
deposit may turn out to be much larger and more profitable than originally 
envisaged, and fresh capital is needed to exploit it. New investment is not 
normally admitted on the same terms as the old, so that new shares are sold 
at a considerable premium over their nominal values on which dividends are 
actually declared. Similarly, the mineral deposit may be prove to be much 
less viable, creating losses. In order to generate new investment or to pay 
dividends out of later profits, companies will reconstruct their capital 
structure and depreciate the nominal value of their shares." One of the most 
extreme examples of this process is Mawchi Mines, which went through 
several reconstructions so that its shares were eventually depreciated by 
92.5 per cent, permitting an extremely high dividend rate in nominal terms, 
120 per cent in 1937. The detailed capital history of a company must 
therefore be included in any interpretation of its dividend data. 

These analytical issues were first addressed by Frankel in his study of 
the South African gold industry, and he solved it by referring to stock 
market valuations." The depletion of the capital asset represented simply by 
the mineral is included in the determination of the market prices of the 
shares, since they express the anticipated stream of total income available 
from an investment and must therefore recognise the fact that mining 
companies will eventually cease to generate any income at all. The history 
of each share was then traced from its value at the point of acquisition, 
through all the dividends it earned, to the point at which it could have been 
sold on the market. This history was then summarised by calculating an 
internal rate of return which provided an annual measure of both the 
dividend receipts and the final adjustment in capital values over the entire 
period. 

Frankel used this method to revise commonly held assumptions about 
the high level of profitability of gold mining in South Africa, and Harvey 
and Taylor made a similar use of it to challenge identical claims about the 
return on Brtish investment in Spanish mining." Since the method 
estimates the actual return to an investor, the results can be varied by 
making different assumptions about investment behaviour. In his study of 
the comparative returns to UK investment in domestic and foreign 
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securities, Edelstein assumed that the investor reinvested all the dividends 
received.” While in their study of the returns to UK equities and other 
securities, Merrett and Sykes made the more extreme assumption that the 
same amount of money was invested each year.“ Any assumption that 
includes reinvestment will increase the weight of the final value at which 
the share is deemed to have been sold, and while that may not create any 
problems for those interested in long time intervals, there is no particular 
advantage in doing so. Since the focus here is on a comparatively short time 
period, dividends have been treated as consumed rather than reinvested 
back into these securities." 

In setting a valuation on shares, the stock market equalised the 
anticipated rates of return. Realised rates will, of course, deviate from the 
anticipated rates, especially in an inherently risky business such as mining. 
In his study of the British tin industry in the latter part of the nineteenth 
century, Kudo showed that there was considerable variation in the rates of 
return among companies not only within the same ten-year interval, but also 
over successive ones.'^ This demonstrates the importance of aggregating the 
results to reduce the effect of these idiosyncratic elements of risk. By the 
1920s, the share market was supplied with a great deal of information about 
grades treated, costs, and, above all, reserves, so that it was quite feasible 
for market operators to make reasonable assessments about the likely 
development of the mine and hence the value to place on its company's 
shares." Tin shares were widely distributed, and the stock markets were 
closely linked together; indeed some companies were listed 1n London, 
Penang and Sydney. With extensive information and an active market, the 
stock valuations can be considered to reflect rational expectations at the 
beginning of a time period. If this assumption is valid then the difference 
between the expected return and the realised return must reflect the impact 
of something that occurred during the period, but which could not be 
anticipated, such as cartelisation. 

The impact of the tin cartel can been seen over two time intervals, from 
the end of the boom, and from the beginning of the slump. Both terminate 
in 1939, which was initially very depressed, recovering only with the 
outbreak of war. Starting points are more arbitrary. 1927 has been chosen as 
a base during the boom period. New companies formed during 1924—26 
were demonstrating their actual productive capacity, and prices were 
beginning to decline. There are two possible base years for the beginning of 
the depression. The industry was in trouble by 1929 and continued to 
deteriorate throughout 1930. Since one consequence was the halving of 
share values, a base of 1929 would give much lower rates than a base of 
1930. Both have therefore been calculated, and to make them strictly 
comparable they cover the same number of years, 1929-38, 1930—39. Since 
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calculations for other investments have already been done for 1929—39, that 
period is included as well. 

The companies that comprise this study are all those producing tin with 
quotations on the London Stock Exchange, together with all actively traded 
companies on the Melbourne and Sydney Exchanges." The Australian 
companies were added to provide a more detailed picture of the divisions 
between various countries in Southeast Asia which occupied different 
positions in the cartel, but were not included in the 1927—39 series, which 
is only used for inter-industry comparisons. 


III 


The overall performance of tin was certainly quite mediocre during the 
1930s as can be seen from Table 1. Cartelisation could not preserve the 
capital values established in 1927, and barely those of 1929. At best it 
permitted a respectable recovery from the low of 1930. Even this 
performance cannot be attributed solely to the cartel since the period 
included the boom year of 1937, when a sudden surge in demand as a result 
of rearmament permitted unrestricted production, good prices, and generous 
dividends. 


TABLE 1 
ANNUAL REALISED RATES OF RETURN ON VARIOUS INVESTMENTS 


1927-39 1929—39 1929-38 1930—39 

Keynes 17 8 29.1 307 24.8 
Gold 15.2 16.3 160 19.0 
UK Equities 2.9 

UK Consols 5.8 

Tin (All) -2.2 -1.8 -06 4.8 
Tin (excl. Bolrvia) -15 0.6 27 73 
Tin (excl Failures & Bolivia) -0.9 11 33 7.6 
Rubber -43 16 


Notes: АП rates are in money terms after tax. Only Keynes’ experience on the London stock 
market has been included 


Sources: Keynes, Collected Writings of J.M. Keynes (London, 1983), VoLXIL pp.12-13 Gold, 
Equities and Consols, 5 Н Frankel, Investment and the Return to Equity in the South 
Af! ican Gold Mining Industry, 1887-1965 (Oxford, 1967), pp 81, 91-2, Rubber, calcu- 
lated from a sample of 37 companies from Rubber Producing Companies ^ 
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To facilitate detailed comparisons with other forms of investment, two 
deductions from the overall figures for tin can be made. The first is for the 
Bolivian companies which were severely affected by the Chaco war with 
Paraguay. They suffered from a chronic shortage of labour especially during 
the good years of 1935—37 and were forced to bear an increasingly heavy 
burden of taxation. The second is for companies that were wound up 
without any returns to shareholders. Since mining is inherently risky, it is 
quite appropriate to include them, as does Frankel's survey of gold, but the 
sample used for the calculation of equities probably did not. 

However, such modifications do not seriously qualify the overall 
picture. That substantial commodity price increases could generate high 
rates of return is evident from the figures for the gold-mining companies, 
and the record of an astute investor like Keynes could outperform even 
gold. Tin was far behind these, and even fell behind the rate for UK 
industrial equities. The comparison with rubber is instructive since it too 
found itself in a serious predicament in 1929, but one that took considerably 
longer to resolve.” 

Aggregating returns conceals a wide distribution and this is revealed in 
Table 2. There are two more or less homogeneous groups here. The first is 
of the Bolivian companies whose poor performance has already been 
explained. The second is the residual category, made up of companies 
operating in Spain, Portugal, East Africa and Australia. These were all very 
marginal, and their experience simply suggests that the market had failed to 
discount them sufficiently. 

The rest exhibit a wide variation. Their total capital value in 1930 
amounted to £19.2 million, of which a very small proportion (1.6 per cent) 
showed a really good return of over 20 per cent, and 6.7 per cent did very 
poorly with a negative return of over seven per cent, amounting to a capital 
loss of more than 50 per cent over the nine-year period. If the others that 
also suffered capital losses, or barely held their own, are added then 33 per 
cent of the depressed capital values of 1930 were not restored by the cartel. 
The most that can said is that for them it prevented a bad situation from 
getting even worse. Of the others, 20 per cent can be considered very 
modest successes with rates between two and seven per cent, and 46 per 
cent respectable with rates of over seven per cent. 

Without cartelisation, the marginal producers would have been 
eliminated, and the cartel’s critics considered this the more rational overall 
solution. Those who advocated the discipline of the market generally 
considered Bolivia to be the country that would suffer the most? and this is 
consistent with the experience of its companies. It is obviously impossible 
to determine just how destructive an unfettered market would have been, 
but it is not unreasonable to suppose that companies which generated 
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TABLE 2 
TIN COMPANIES: ANNUAL RATES OF RETURN, 1930-39 





——  —————— — — —H— — —là——— — — —— ——  ————— — eee 


(95) £000 £000 £000 £000 £000 E000 £000 £000 


<7 2S 5 10 2 4 6 SB 2 107 3 8 1 16 5 1533 25 
+1 152 8 19 1 1% 2 71222 2 31 1 9040 15 
-H2 2454 9 63 3 315 1 317 12 
23 341013 24 2 45 3 3700 17 
720 6053 25 94 7148 9 X53 7 1 8801 46 
»20 21 823125 91 % 1 озо п 


Toa 13777 61 2,126 18 2221 26 886 6 234 5 7379 3 191 6 26817 126 


IRR 66 12.0 90 16 124 -45 -179 48 


returns of less than two per cent could not have survived. These alone were 
responsible for the production of some 50,000 tons of metal, and any 
complete estimate of the size of the marginal sector would have to include 
the large number of miners producing on a small scale. 

The annual average consumption throughout the 1930s revealed an 
excess productive capacity of 34,000 tons, so that eliminating even these 
50,000 tons would soon have created a shortage. The overall task facing the 
ITC was not simply one of raising prices. It saw the 'rapid and severe 
oscillations of price' it was mandated to prevent as a result of a classical 
commodity cycle in which recessions lead to low prices which drive out too 
many producers, followed by a period of price rises which then pull too 
many back in. The data presented here suggest that this was a real problem, 
and that the ITC managed to keep alive the producers which were not 
dispensable in the long term. 


IV 


Critics of the tin cartel have focused on the role of one man, John Howeson, 
and a large corporate group associated with him, Anglo-Oriental. 
Committed to the assumption that the most rational solution to the problem 
Of excess capacity lies in its elimination, they have seen in Howeson a 
simple answer to the question of just how the industry found itself in the 
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predicament that led to cartelisation in the first place. Before examining the 
performance of Anglo-Oriental, it is important to consider the way in which 
it had emerged during the boom. 

The tin industry expanded production primarily tbrough the 
improvement of existing technologies, especially in dredging and other 
forms of excavation of alluvial deposits. Initially this expansion continued 
a pattern that had iong been under way, displacing the small producers and 
strengthening the established free-standing companies who had been the 
initial pioneers in the application of European technologies.?! 

These free-standing tin companies were quite homogeneous with respect 
to their method of operation. They were largely run by mining engineers, 
who were content to sell their tin concentrates in a competitive market to the 
smelters who in turned hedged the metal content on the London Metal 
Exchange. Although formally independent, most were members of a variety 
of corporate groups, sbaring common technical and financial services, but 
which preferred to diversify risk by establishing new companies when 
expanding into fresh ground. 

Howeson had a quite different vision of the industry, which would entail 
modernisation along several lines. Production would be undertaken on a 
larger scale, requiring more advanced technologies and access to larger 
pools of capital, permitting closer links with smelters and independence 
from the speculators on the London Metal Exchange. It was a vision 
supported by a recognition that tin was a backward industry? with a long 
way to go to catch up with the developments that occurred in other non- 
ferrous metals, and that changes in market fundamentals entailed an 
obligation to increase productive efficiency. In all his propaganda, Howeson 
not only endorsed the famine thesis but also became its leading advocate. 

Howeson's strategy bad several dimensions. His first move was to 
establish links with sectors of British and French finance capital, which 
brought him into close contact with McKenna of the Midland Bank. Three 
interrelated mining finance houses emerged from these connections: the Tin 
Selection Trust formed in 1924; the London Tin Syndicate formed in 1925; 
and the Anglo-Oriental Mining Corporation, which became а public 
company in 1928.? 

With this financial basis, Howeson was in a position to develop new 
properties by floating fresh companies, first in Burma and Australia, then in 
Nigeria, Cornwall, Siam and Malaya. He also acquired a controlling interest 
in existing companies. In Nigeria these were consolidated with Anglo- 
Oriental subsidiaries through а share exchange. In Malaya, Siam and Japan 
the companies retained their financial autonomy, but shared common 
Management and financial services. Control over Nigerian ores encouraged 
Howeson to move into smelting, which was achieved with the acquisition 


THE INTERNATIONAL TIN RESTRICTION SCHEMES 73 


of the Penpoll smelter in 1926. As he grew in stature, Howeson established 
good connections with major non-British tin interests, especially Patifio and 
Billiton, to ensure a co-ordinated international response to the issues facing 
the industry." 

Once the famine thesis had taken root, it was difficult to read the 
changes in the market that were occurring in 1927—28. Since consumption 
was still rising, the fact that production was rising at an even faster pace was 
not considered troublesome. As prices began to decline, many expected that 
they would knock out a number of the inefficient small Chinese producers 
in Malaya and then resume their upward course.” Convinced that this was а 
temporary aberration, Howeson began to withhold metal, thereby delaying 
any market correction and exacerbating the problem of excess stocks. As 
prices continued to decline in 1929 and 1930, Howeson organised British 
producers in a Tin Producers’ Association and persuaded the Dutch and the 
Bolivians to support the principle of cartelisation. It was his efforts that led 
directly to the formation of the ITC. 

To a conservative group of engineers who had pioneered the industry in 
difficult circumstances in Southeast Asia, Howeson was anathema." He was 
a complete outsider. Son of a successful German immigrant, he learned his 
business through the jute trade in Calcutta and was without any mining 
experience. He represented an international rather than a narrow British 
perspective, aiming at market control and tbe creation of a large-scale 
conglomerate. For them, and many other market analysts, Howeson simply 
interfered in the workings of the industry, encouraging a false sense of 
optimism, and they tended to lay the blame for the causes of the crisis at his 
door. In this view cartelisation was just another mistake that Howeson made 
as he tried to correct his earlier mischief. 

Malayan antipathy to Howeson soon received academic support. 
Eastham was the first to provide a more theoretical diagnosis of the problem 
of the tin industry, arguing that it was not simply one of general excess 
capacity, but more specifically one of overcapitalisation of the mines linked 
to Anglo-Oriental. He summarised their position thus: ‘In many of our 
properties total costs are high because we capitalised them on expectations 
which have proved mistaken, therefore circumstances must be arranged so 
that our expectations shall be fulfilled.'? This view of Anglo-Oriental as 
overcapitalised was echoed by May, who added a touch of malevolence: 
'though one cannot cite figures, one gains the impression that they had 
watered the stock very heavily." A neat argument could now be 
formulated. The slump simply exposed the existence of marginal capacity 
in the form of these overcapitalised, high-cost companies; the carte] was 
formed to protect them at the expense of both consumers and the low-cost 
companies. Instead of being a solution to a standard problem of collective 
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TABLE 3 
ANGLO-ORIENTAL, RATES OF RETURN ON NEW COMPANIES 





1929 

Year Company Country Nominal] Market IRR 

Capital Value 1929-38 

(£000) (£000) 
1923 Tingha Australata 200 6 –100 
1923 Tavoy Burma 250 756 -19 
1923 Junction Nigeria 100 48 —100 
1925 Wheal Kitty Cornwall 110 48 —100 
1925 Theindaw Burma 100 19 —20 
1926 Thingandon Burma 60 54 -12 
1926 Jarawa Nigeria 200 243 -10 
1925 Northern Tayoy Burma 200 237 -19 
1926 Parkanchy Cornwall 100 not quoted —100 
1926 РО! еу Comvwall 160 not quoted —100 
1927 Juga Valley Nigena 200 106 —100 
1927 Maiangwa Nigeria 110 not quoted —100 
1927 Talemg Siam 282 242 -21 
1927 Kampar Malaya Malaya 240 790 +5 
1928 Tm Properties Nigeria 90 186 -100 





action, the cartel served only one, morally unworthy, set of interests, to 
which all others were subordinated. This argument was developed by Knor, 
and used by Yip to explain the situation facing the Malayans.” The 
particular position of the Anglo-Oriental group is therefore central to the 
overall assessment of the cartel. 

The experience of the companies floated under Anglo-Oriental auspices 
provides initial confirmation for the critics, as is evident from Table 3. With 
the exception of Kampar Malaya, they were signal failures. Of the others, 
only Tavoy was still in existence in 1939, and the rest were either wound up 
or transferred to other companies. Many could not survive beyond 1931. 
Tingha stopped in 1928, while three of the Nigerian and all of the Cornish 
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companies suspended operations in 1930—31. There is evidence here of 
overcapitalisation, but it is much less clear that the cartel could have been 
expected to restore these companies to financial health. If this was its 
objective then it was clearly a failure. Since these companies had 
established a productive capacity of around 2,600 tons, they could hardly be 
accused of bearing much responsibility for the global excess capacity of 
34,000 tons. One consequence of tbe difficulties experienced by these 
flotations was that the performance of Anglo-Oriental as a finance house 
was very poor since it retained large blocks of their shares. Its own rate of 
return for 1929—38 was —8 per cent; for 1930—39, just one per cent. 


TABLE 4 
NIGERIAN TIN COMPANIES: ANNUAL RATES OF RETURN 





Group Companics 1929 1929—38 1930 1930-39 
(No.) K IRR K IRR 
(£000) (£000) 
Anglo—Onental 
Flotations 335 -100 145 —100 
ATMN 1,850 1 956 10 
Total 2,186 -1.2 1,101 8.6 
Other 25 2,059 4.2 1,120 96 
Total 4,245 1.9 2,221 90 





Note: Companies which failed between 1929 and 1930 are excluded 


The experience of the companies acquired by Anglo-Oriental, however, 
was rather different. In Nigeria it absorbed the Barrier & Finance group in 
1928 in a share exchange with Associated Tin Mines of Nigeria (ATMN). 
Over the next two years a similar share exchange was completed for four 
other companies with London Tin, and organised as London Nigerian Tin 
Mines. However, since this was a wholly owned subsidiary and the parent 
company had far more interests, it has to be excluded from this analysis. 
Table 4 indicates the comparative performance of Anglo-Oriental with other 
Nigerian companies. From 1929 the performance of ATMN is somewhat 
worse than the other companies; from 1930 it is virtually identical. The 
result would have been disappointing in the light of its extensive 
programme of technical modernisation, and this could be construed as 
evidence of a somewhat more economically marginal operation. These data 
also illustrate the importance of working with realised rates of return. In 
reviewing the performance of Nigerian tin companies between 1929 and 
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1938, Freund claims an 'astounding' annual average rate of return to capital 
of ten per cent? whereas the rate actually enjoyed by shareholders was 
under two per cent. 

Working a much larger and older minefield, the Malayan industry was 
much more complex than the Nigerian. Three groups were associated with 
long-established British interests, of which the largest and most articulate 
was the Osborne & Chappell group. They led the criticism of Howeson, in 
which they were generally supported by the Tronoh group. Malayan Tin 
Dredging was somewhat smaller, but otherwise economically similar to the 
other two. 


TABLE 5 
MALAYAN TIN COMPANIES. ANNUAL RATES OF RETURN 


Group Companies 1929 1929-38 1930 1930-39 
(No.) K IRR K 
(£000) (£000) 
Osborne & 
14 5,670 3.6 4,574 4.2 
Tronoh 7 2,520 7.5 2,157 T3 
Malayan Tin 4 1,607 63 1,288 7.9 
Australian 5 1,480 29 715 52 
2 n a. 161 -32 
Angio-Oriental 
Alluvial Tin 8 2,748 3.6 1,321 10.6 
Total 3,049 4.0 1,703 92 
Other 14 4,709 12 3,037 69 
TOTAL 19,344 36 13,778 66 





It is clear from Table 5 that Tronoh and Malayan Tin Dredging 
performed at the same level, considerably better than Osborne & Chappell. 
The comparatively disappointing performance of the latter may be based on 
share valuations which reflected past sentiment and which could not be 
supported by the subsequent development of the constituent companies. The 
fact that Tronoh tended to side with Osborne & Chappell rather than with 
Malayan Tin Dredging, in spite of the similarity of their performance, 
Suggests that their politics were the result of other than simple economic 
factors. 

After its flotation of Kampar Malaya, Anglo-Oriental acquired a 
controlling interest in several established companies, of which the most 


THE INTERNATIONAL TIN RESTRICTION SCHEMES T] 


important comprised the Sydney-based Alluvial Tin group, bought in 1929. 
Its experience can be compared with that of two other Australian groups, 
Austral-Malay, and the Palfreyman/Pratt group." Both performed below the 
average for Malaya, and the rate for 1930—39 is strikingly low in the light 
of the fact that between 1929 and 1930 their share values depreciated much 
more than did those of the British groups. The comparative success of 
Alluvial Tin may be attributed to the superior technical management that 
Anglo-Oriental was then able to put in place. It would appear that, contrary 
to the general impression cultivated by Osborne & Chappell and its 
academic supporters, it was the among most marginal of all the groups in 
Malaya and Anglo-Oriental the most successful. 

The basic criticism of Anglo-Oriental rests on the claim that it 
contributed to excess capacity by encouraging unnecessary investment in 
marginal mines during the boom of the mid-1920s. While this does not now 
appear to have any substance when stated in those terms, it can be recast by 
suggesting that the problem is better attributed to new companies regardless 
of group affiliation. However, the rates for those established prior to 1925 
do not turn out to be very different for those established in 1925 and 
thereafter. A strict comparison between the two cohorts is not easy since the 
first would have had time to shed its failures by 1929, whereas the second 
would not. After excluding these, there is actually a slight advantage to the 
new companies. There are therefore no promising lines along which the 
argument can be reconstructed. 

Malayan criticism was not only directed at Howeson and his cartel, but 
also at the particular advantages secured by free-riders, especially in 
neighbouring Siam and Burma. The summary data in Table 2 suggests a 
wide variation in the experience of the groups of companies in a position to 
enjoy a free ride. The poor performance of Burma may be explained by 
reference to the fact it had a number of Anglo-Onental failures. Otherwise 
Siam and Cornwall both provide confirmation of the free-rider advantage." 
More detailed evidence from Siam provides further support for this. 
Australian companies operating in Siam were closely linked to those in 
Malaya, yet they did far better than their Malayan counterparts, with rates 
virtually identical to the other British companies there. 


V 


As a period of economic contraction, the 1930s naturally saw an 
intensification of tensions and rivalries. In tin this focused on three 
cleavages: between producers and consumers; between Anglo-Oriental and 
Osborne & Chappell within Malaya; between Malaya and its neighbours. 
As everyone suffered from the depression, it was easy to point to particular 
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sectors who were thought to be bearing less than their fair share. Hard times 
invariably spawn a politics of resentment. 

By turning key economic issues such as levels of production and price 
into matters of administrative rather than simple market determination, the 
ITC naturally made itself vulnerable to criticism. Às an intergovernmental 
agreement it was governed by norms of 'equity', but these are, of course, 
impossible to realise in the administration of such a complex industry as tin. 
The only question is whether the level of inequity is one that is reasonable 
given the difficult circumstances in which the ITC operated. 

Many of the criticisms of the ITC can now be laid to rest. Consumers of 
tin are, of course, other capitalists. Since the return to tin capital was less 
than the return to other forms of industrial capital, as measured by the UK 
equities index, the claim that producers benefited unduly at the expense of 
the consumers is unwarranted. Consumers may well have preferred lower 
tin prices, just as they may well have appreciated the low prices permitted 
by the disorganisation of the rubber industry, but there are no 'equity' 
arguments to which they could successfully appeal. 

Similarly mistaken is the notion that the cartel operated unfairly to 
protect Howeson and the Anglo-Oriental group against their misjudgement 
of the tin market in the 1920s. Certainly there were errors, as is clear from 
the large number of weak flotations,? but their failure indicates they were 
not in fact protected. There was a great deal more to Anglo-Oriental than 
stock. promotion and manipulation. The management record of the 
companies it acquired, together with the one flotation that was successful, 
Kampar Malaya, suggests that it did indeed play an economically 
responsible role in the industry. While its record in Nigeria was rather 
indifferent, it did much better than the other companies in Malaya, where its 
presence was particularly resented. 

One criticism remains. The TTC was not able to ensure that the burden 
of restriction was borne equitably among all producers. The free-rider 
position was no compensation for the weaknesses of companies in most of 
the smaller countries, but the comparatively good performance record for 
Cornwall and Siam suggests that some companies did gain from being able 
to operate with lower levels of restriction. However, that seems to be a small 
and inevitable price that had to be paid for what was otherwise a successful 
attempt to ensure that the tin industry survived the depression. 
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This research was undertaken with the assistance of a grant from the Social Sciences and 
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In the 1950s the worsening of the Cold War and the rapid growth of 
America’s capital-intensive industries created a market for high-technology 
products, such as computers. At the same time the electronic digital 
computer had come of age, which, combined with the favourable market 
trends, meant that the general purpose computer became a commercial 
proposition. The international market leaders were Remington Rand and 
IBM, although they were not without competition as a number of firms tried 
to enter the market. However, the uncertainty associated with the 
introduction of a novel and evolving technology was considerable, and had 
implications for business strategy. At a time when all users were first-time 
users, computer manufacturers inevitably sought to create markets for their 
products by providing customers with software training and systems 
engineering support.’ 

IBM went to considerable lengths to offer support to different 
customers, a factor which contributed enormously to its success in the 
1950s. Short-term leasing helped customers to avoid the large risks 
associated with buying a computer since the manufacturer took the 
economic risk. It also prevented technological obsolescence; an ever- 
present threat with rapidly changing computer technology. Many smaller 
computer companies started lagging behind IBM, not so much in 
technological capability but in their abilities to penetrate the developing 
market. Companies such as Ferranti, Leo and even the company set up by 
the pioneers J. Presper Eckert and John Mauchly, Remington Rand, 
demonstrated similar technological and organisational characteristics. 
These companies were pioneers in new technology, but allowed technical 
staff to formulate corporate strategies. As a result, elements of their 
technological systems became their focus and technical improvement was 
emphasised rather than commercial development. In this process these 
companies overestimated their technological capabilities and 
underestimated organisational constraints and were, as a result, unable to 
build the necessary scale and scope. 
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The interesting questions behind the experience of these firms is why 
they failed to create a momentum for organisational change and how far 
market forces or technological changes influenced organisational 
development. Usselman concluded that the nature of the domestic market 
and existing organisation, with established capabilities, determined the 
course of the computer industry.’ This partly explains the success of a 
company such as IBM. In most evolutionary economic theory technology 
and market remain exogenous to the development of the organisation.’ This 
article explores one of the externalities, the relationship between technology 
and organisational change. Its main theoretical theme is a discussion of the 
way technology is shaped within its organisational context, and how the 
changing technological environment may affect organisational 
sustainability. This theme revolves around the concept of co-evolution as 
explored by Jo-Anne Yates in her discussion of the development of punched 
card equipment in relation to its use by insurance companies.’ The 
application of these technologies provides feedback that may influence the 
way technology is modelled. The theoretical question that underlies this 
article is therefore how technology and organisation mutually shape each 
other. How is the development of a product organised? How, in turn, did the 
initial product mould the company, its marketing and its organisation? 

The narrative focuses on a small computer firm that built its success on 
a singular innovation. During the 11 years that Electrologica existed, it only 
designed and marketed two computer systems. However, what makes the 
case interesting is that Electrologica was one of the earliest European 
companies to produce a transistorised computer. This product was a 
success, but the organisation somehow failed to make use of the commercial 
opportunities it offered. In this article Electrologica is used as a case study 
to explore the more general relationship between technology and 
organisation. The article focuses on the activities and strategies employed 
by Electrologica to transform the innovation into a commercial proposition. 
Consequently, the firm is used to describe a business history of technology, 
not a comprebensive business history. Instead the emphasis is on the 
evolution of technology, using a social constructivist approach.* 


II 


COMMUNITY, TECHNOLOGICAL SYSTEM AND ORGANISATION 


In the past decade, social science studies of technology have turned to a 
combination of social theory and historical methods to create theories of 
socio-technical change. At the same time, economists have moved to 
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combine social and economic explanations of technological change. 
Organisational science has dwelt on constructivist theories of organisational 
behaviour. Within this context, changes in technology and organisation 
became the explanandum instead of being the explanans. Business 
historians have so far avoided constructivist approaches, but this article 
demonstrates that a social constructivist perspective can be helpful in 
business history research. 

An important characteristic of sociological approaches, such as the 
social construction of technology, is their focus on ‘actors’. ‘Actors’ can be 
seen as social groups or individuals that influence the direction of 
technological development. In their perception of a certain technology, 
these social groups identify bottlenecks in the performance of technology. 
The identification of problems in functional performance forms one of the 
agents in technological change. By changing the composition of groups, by 
generating knowledge and establishing networks through negotiations, 
technological change is established.’ Parallels can be discerned in economic 
theories of technological change,' thereby combining an actor and systems 
perspective; a start can be made in analysing technological and 
organisational change; and social groups, inside and outside organisations, 
can be shown to influence the direction of change. 

Important dimensions of technology are knowledge and function. These 
dimensions are connected to social loci, where technological practice occurs 
and include technological community, technological system and 
organisation.’ These loci represent different approaches to the nature of 
innovation and each locus forms a potential source of technological change. 
Constant's work describes the community as the social locus of 
technological knowledge, the organisation as the social locus of 
technological function and socio-technical macrosystems as the broader 
dynamic and structural context. The purpose of the community model is to 
explain technological development, cognitive and conceptual novelty, 
invention and innovation. Technological communities embody 
technological knowledge which is not simply the application of scientific 
knowledge. It is the knowledge of techniques, methods and designs that 
Operate in a certain manner and have certain effects — even though it may 
not always be possible to explain why it works it does. 

The concept of technological system was originally used to depict larger 
socio-technical systems. Here a more modest view will be taken in 
describing computer systems as technological systems. Knowledge is 
needed to create technologies, while organisations transform knowledge 
into technological systems. Within the organisational perspective, 
technological change, entrepreneurship, innovation, economic and 
Organisational growth strategies form the most important issues. The 
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structure and culture of an organisation influences the shape of the 
functional characteristics. Organisations bridge knowledge and artefact and 
organisations can be seen as being composed of social groups that share 
knowledge but also attribute meaning to technology. When it comes to a 
community practice of technology, Constant states that knowledge is 
expressed in well-winnowed traditions of practice.^ For instance the 
turbojet practitioner is distinguished by his adherence to tradition, not to 
disciplinary training, because turbojet design is a result of a 
multidisciplinary effort. A group of engineers and specialists will form a 
clearly identifiable community of practitioners. The composition of this 
community will have an effect on the forming of tradition. and operate 
within technological frames." A technological frame structures the 
interaction within a relevant social group. It shows how technology may 
influence interaction and shape specific cultures, but also explains the 
construction of a new technology by a combination of enabling and 
constraining interactions." 

Depicting the computer as a technological system is more in line with 
MacKenzie than with Constant.” MacKenzie takes up the concept of 
technological system in studying ballistic missiles accuracy. He combines 
this with an actor-network approach. He sees systems and networks as 
constructs that only hold together as long as the right conditions prevail. He 
does not, as Hughes does, have system builders as the primary focus, but 
concentrates on the development of a technological system. In this way, he 
seems less ambitious, althougb, like Hughes, he does not distinguish 
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between system and environment.” He shows that the system concept 
should not be limited to a narrow physical meaning. To gain a high level of 
accuracy, knowledge is also needed on fields like geodesy and geophysics. 
Apart from that, accelerometers, gyroscopes and on-board computers all 
form part of a system. 

À computer contains many different elements that only function as part 
of the system. A piece of software is no more than information written on a 
card, tape or disk. Without software, computer hardware is nothing more 
than bits and pieces of metal, wiring and electronics. The computer contains 
an input, arithmetic core, internal and external memories and output units. 
In addition to the hardware, software is essential, since modern computers 
all use operating systems. This has parallels with missile accuracy and 
knowledge of geodesy and geophysics: software makes the system 'work' 
and gives the system a specific functional value. The hardware itself 
consists of many smaller elements partly used to describe generations of 
computers." Often producers of more complex technological systems are 
‘merely’ assemblers. Used in this way technological systems encompass 
both community and organisation. The commercial value of technological 
systems lies in their functional meaning. In order to become an enduring 
success a close match should exist between the functional characteristics of 
a technological system and the markets for which the system is produced. 

Technological innovation and changes in market conditions continually 
alter the economic environment: in turn enterprises and institutions have to 
respond to these alterations. The organisation does, however, form a 
connecting element between technology as knowledge and technology as 
function; it also forms an important intermediary between technology and 
the market. It is the locus where designers and engineers transform their 
knowledge into products. Sales representatives give feedback on market 
needs, which should be transformed into knowledge of improvements or 
new products. The key to understanding market performance and the 
possibility of creating competitive advantage are the organisational 
capabilities." Yet organisational capabilities are often analysed for existing 
companies, and always in a retrospective way. 

Apart from constructing or assembling a product, managers had to build 
an internal and an external organisation. The external organisation consisted 
of suppliers and channels along which the product can be distributed. It 
appears that management had to create networks on the supply and demand 
side." The necessary networks show similarities to inter-organisational 
Structures as depicted by Blume." The way the inter-organisational 
Structures are composed define, to a certain degree, the careers of 
technologies. The careers of technologies are further determined by the 
extent to which different parties operate within these inter-organisational 
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structures and share an interest in developing a technology. When, as for 
instance in the case of Electrologica, a company is the vehicle in the 
production of technology, it is not only the shared interest in the technology 
but also the common interests in the company that influence the 
development of organisation and technology.’ 


ШП 
BUILDING A COMMUNITY. THE ORIGINAL DESIGNERS 


The first commercial Dutch supplier of the computer was a company named 
Electrologica, which produced computers апа electromechanical 
equipment. The company was founded in 1956 by the Stichting 
Mathematisch Centrum, a mathematical research centre, and Nillmij, an 
insurance company which was an early user of electronic punched-card 
equipment. Within Mathematisch Centrum, a department for advanced 
calculations developed a number of computers during the early 1950s and 
Nillmij acted as holding company. Electrologica therefore grew out of a 
scientific institute to become a prospering firm in a pioneering industry. 
Although this was a unique combination in Holland, similar initiatives 
developed in tbe United Kingdom. There the bakery J. Lyons assembled a 
team to build a computer in close collaboration with the Cambridge 
University Mathematical Laboratory. Leo's Computers Ltd was formed as a 
consequence of this initiative in 1955.” 

The European computer industry was only marginal compared with the 
dominance of the United States, mainly because European companies had 
more modest international ambitions. The major exception was Bull, which 
became the world's second largest computer and allied equipment 
manufacturer.” In 1964 Bull, no longer able to raise sufficient funds, 
merged with General Electric. Next to Bull, the companies most advanced 
in computer technology in Europe were probably the English companies. 
Before commercialisation started, England matched the USA in knowledge. 
However, the transition from government-financed special purpose 
computers to general purpose commercial computers met more difficulties 
in the UK than in the USA. 

Mathematisch Centrum was founded in 1946 with the goal of promoting 
both pure and applied mathematical science in order 'to enlarge the 
contribution of the mathematical science to Dutch prosperity and 
civilisation and to make a Dutch contribution to the international culture'.? 
Its objective was to serve science and industry by performing complex 
calculations. In 1947 Mathematisch Centrum started out with two 
physicists, C.S. Scholten and B.J. Loopstra, who were both still students, 
and who explored the construction of a calculating machine. They started 
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their research with an article by Vannevar Bush about differential analysers 
and an article on the Electronic Numerating and Integrating Arithmetic 
Calculator (ENIAC), the first digital computer. ENIAC’s 18,000 vacuum 
tubes scared the two away from building an electronic computer and it was 
a year before their manager, A. van Wijngaarden, encouraged them to 
design a digital computer.” In 1952 Mathematisch Centrum succeeded in 
demonstrating an experimental relays calculating machine, called Arra, 
based on a patchwork of Dutch electronic technology. The Arra barely 
survived its introduction; on request it produced a random number and 
stopped working altogether.* 

Mathematisch Centrum needed calculating devices to operate as a 
scientific and service institution. The government encouraged the 
construction of a revised version of the Arra to execute calculations on tidal 
flows and heights. The failure of Arra made it clear that a computer could 
not be built without considerable technical knowledge. In the autumn of 
1952, Van Wijngaarden hired G.J. Blaauw. Blaauw had received his Ph.D. 
at Harvard under Howard Aiken, one of the early computer pioneers. 
Blaauw introduced a design philosophy in which reliability was a central 
notion and only 'tried and true' technologies were used. The Arra II was a 
completely revised edition of the Arra and it was an electronic machine 
which made use of vacuum tubes and а magnetic drum memory. A copy 
called Ferta was constructed for Fokker to perform flutter calculations for 
the design of aircraft wings. 

Although Mathematisch Centrum designed new computers which were 
intended to be 500—2,500 times the speed of the original Arra, Loopstra and 
Scholten, the leaders of the research team, were influenced by Blaauw's 
background in engineering. The result was the creation of a community with 
know-how and skills in a certain tradition, developing computers mainly as 
calculating machines. Consequently, the computers Mathematisch Centrum 
produced in this period were mainly used to do arithmetic and their 
principal function was scientific. However, by this time such computers had 
become readily available, and the dissolution of tbe team seemed inevitable. 


IV 


NILLMIJ AND MATHEMATISCH CENTRUM ORGANISATIONAL 
ALLIANCES? 


At this point Nillmij entered the picture by giving Mathematisch Centrum 
an order to build a computer, as well as offering to support the research 
group. The contacts between Nillmij and Mathematisch Centrum dated 
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from the late 1940s. Professor Engelfriet, general manager of Nillmij, 
taught actuarial sciences at the University of Amsterdam, and was 
acquainted with Van Wijngaarden, whom he had contacted to explore 
Mathematisch Centrum's expertise in computing machines. At this stage, 
bowever, Mathematisch Centrum was not capable of constructing a machine 
that would meet the demands of Nillmij. To guarantee some continuity and 
reinforce contact, the Nillmij management decided to give a provisional 
order for a machine which bore all the characteristics of a 'modern' 
computer: 


a machine, which could carry correspondence and perform all kinds 
of typing automatically, when specific data would be fed in this 
machine, making use of punched cards. This type of machine should 
contain a magnetic drum and a large memory storage capacity ... 
Probably this machine should contain, because it formed only a small 
addition, an arithmetic unit. 

Mathematisch Centrum was urged to start on this project after it had 

successfully completed the machine on which it was currently working. 

In 1955 contacts with Mathematisch Centrum were formally restored. 
While preparing for the installation of new equipment, Nillmij discovered 
some shortcomings in the electronic punched card equipment: storage 
capacity was low and plugging in the programming boards was labour- 
intensive. According to Engelfriet, the market could not provide the desired 
calculating machine. Although he was probably, and perhaps willingly, 
wrong on this point, his fascination with this new technology led the way to 
Mathematisch Centrum. Originally Engelfriet had a specialist machine 
similar to Ferta in mind, but his contacts with Mathematisch, which at this 
time was threatened with closure through lack of funds, led him into much 
more ambitious technologies. 

In reviving the contacts Nillmij expressed a need for a general-purpose 
computer suitable for life insurance companies. Since commercial 
computers were barely available, Engelfriet perceived this as a good 
investment opportunity. Both parties decided to link their interests in a 
company, to be named Electrologica, which was aimed at producing and 
selling electro-mechanical and logical equipment. Mathematisch Centrum 
would contribute know-how, act as a research laboratory and offer research 
capacity. Nillmij, on the other hand, was to fund the computer group and 
guarantee the survival of the computer team. The board of trustees of 
Mathematisch Centrum had some serious doubts about the commercial 
viability of this arrangement, but were reassured by the thought that Nillmij 
would cover this part of the enterprise. 

As a result of these arrangements Mathematisch Centrum’s computer 
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group was rejuvenated and within a year it had delivered a design for a new 
computer, named X-1. Nillmij and Mathematisch Centrum were strange 
bedfellows, originally linked by their scientific background at the 
University of Amsterdam, and Electrologica was nothing more than a name. 
However, through this connection Nillmij entered a venture which had 
major (and unforeseen) consequences. Engelfriet set out his plans for a 
computer as early as 1953, guided its construction, formulated the blueprint 
for an integral approach and pushed Nillmij towards automation and finally 
into the computer industry. 

The two partners in Electrologica had complementary capabilities in 
computers with Nillmij and Mathematisch Centrum respectively 
contributing functional knowledge and theoretical and constructional skills. 
This meant that although the two parties maintained separate expectations 
and objectives they co-operated, making the arrangement important in an 
organisational sense. For Mathematisch Centrum the construction of the 
new computer was an important scientific challenge, while the partnership 
allowed the group to survive. To Nillmij, on the other hand, the computer 
fulfilled an important organisational need and was a stepping stone to a 
wider and more commercial use. The different motives of the partners in the 
project can be understood using interpretive flexibility,” whereby relevant 
groups attach differing meanings to technology.” 

Not surprisingly technological system and company were closely related 
in the early years of Electrologica, while Nillmij’s primary interest was to 
obtain a technological system. By the end of 1958 important characteristics 
had emerged: a community was created, a prototype of the technological 
system was operating and the organisation existed. However, Electrologica 
was handicapped by the lack of both marketing and production departments. 
Moreover, its management was dominated by such technocrats as 
Engelfriet, Dek, Loopstra and Scholten, who either owed their main 
allegiance to Nillmij or were more interested in technical than managerial 
or commercial issues. Nevertheless, this management team started to build 
an organisation which included specialist research, production and sales 
divisions. The principal objective of the research department was to 
improve the technological system while the production department was to 
arrange the delivery of the computers. The marketing department, on the 
other hand, was to find customers and set up networks of communications 
with potential clients. As these systems were developed the management 
pursued a number of strategies to secure continuity and growth. 
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V 


DEVELOPING THE TECHNOLOGICAL SYSTEM 


Compared to the computer systems of other manufacturers, X-1 was of an 
innovative design. It was a fully transistorised computer and its memory 
consisted of magnetic cores. The machine made use of a dead memory for 
the storage of programs and a living memory for the processing of data. It 
was the first computer to make use of an interrupt, which synchronised the 
arithmetic unit and the peripherals. The introduction of the interrupt made 
the computer more time-efficient: it would now perform more than one task 
at the time." The computer had to perform in both business and scientific 
settings. To operate in a business environment the X-1 needed peripherals, 
which Electrologica did not produce itself, but were delivered by other 
manufacturers. In Electrologica knowledge and skills were assembled and 
turned into a product. Nillmij, on the other hand, possessed knowledge, 
which was directed towards the functional use of computer systems. 

In May 1958 the X-1 was delivered. It consisted of the electronic 
computer, a tape punching machine, a tape reading machine, a punch 
reading machine, a sorter, a printer and a tape reproducer. These peripherals 
were delivered by a range of companies like Ferranti, Creed, Bull and IBM. 
Buffers were placed between the computer and peripherals to synchronise 
the different processing speeds of the separate units. Nillmij put the 
prototype X-1 into operation, and its success was almost instantaneous. The 
computer appeared to be useful for a variety of industrial, scientific and 
administrative purposes, and within months of its inauguration orders had 
been placed by several companies, especially in Germany. Apart from 
offering a novel and versatile computer, Electrologica was an alternative to 
IBM, and doubtless profited in Germany from the anti-IBM climate which 
existed there. In 1959 Electrologica founded a sales and maintenance office 
in Germany and these were followed by offices in Belgium and 
Switzerland. Although the management was unprepared for some of its 
consequences, its main concern, after delivering the prototype, was to keep 
up with the orders. However, success had its downside and the first years 
brought considerable losses. The holding company had to enlarge the 
capital base to keep operations going and started looking for partners to bear 
the financial risk. 

The Electrologica system was meant to perform in all kinds of settings, 
and companies working with an X-1 produced feedback. By no means all 
clients were satisfied with their new computer and a variety of complaints 
were made about software limitations and malfunctions in punched card 
settings. To operate in an administrative environment the X-1 needed 
special features and above all additional equipment, which brought 
Electrologica another problem. To create an operational system it had to 
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build a network of suppliers capable of delivering peripherals as well as 
components. Philips was the main supplier of components to Electrologica 
and IBM, while Bull supplied punched card equipment despite being a 
competitor as well. 

By commercialising the product, Electrologica was forced to change its 
organisation. The shared interest of a threesome — Mathematisch Centrum, 
Nillmij and Electrologica — no longer guided strategies, but instead a range 
of clients became included. Since the company strategy involved much 
more than the delivery of a single computer, it needed to develop new 
products. In addition, while the existing technological system needed 
optimisation, Electrologica had to develop a line of new computers to 
ensure continuity. Halfway through 1960 Van Wijngaarden highlighted the 
need for a successor to X-1. This was particularly important because new 
programming languages such as ALGOL and COBOL threatened to make 
the X-1 obsolete. The research team was thinking of a very fast, flexible and 
large successor, the X-2, which would allow the use of several programming 
languages. To satisfy their business customers a smaller computer, the X-0, 
was also considered. Electrologica was aware of the enormous efforts that 
were involved in producing for both scientific and business purposes, yet it 
still intended its new computer to be as revolutionary as the X-1. 

However, producing a successor always ranked second to the 
development of peripherals — notably the development of a magnetic 
tape installation, which was essential in the business computer market. 
However, manpower was not sufficient both to improve the X-1 and to 
build two new computers. One of the problems seemed to be that impulses 
for technological development arose only within the research department, 
while the sales department appeared to lack understanding of the changing 
environment. The informal structures of the company notwithstanding, 
the geographic disparity of research and production and sales 
hampered communication. Sales were primarily conducted through 
existing channels by Engelfriet and Dek. However, their divided interests in 
Nillmij and Electrologica. limited the flow of information on market 
development. 

By the end of 1962 Electrologica was forced to make decisions to 
prevent loss of customers. In response to changing circumstances the X-8 
was conceived, which had exactly the same code as the X-1 but with a 16- 
fold increase in speed. Electrologica based this machine on known 
technologies and used transistors, although it was well aware of the 
existence of integrated circuits. Integrated circuits were, however, 
expensive and difficult to obtain, while Electrologica lacked the facilities to 
develop or produce tbem on its own. Electrologica lost its innovative edge 
by making this choice. 
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The X-8 was a close relative of the X-1 and although resources went into 
research the new machine was only a substitute in scientific terms and was 
not suitable for administrative purposes. Its development owed much to the 
research tradition of a technical community whose primary interest was 
science and mathematics; and this helps to explain some of its 
shortcomings. Moreover, a side-effect of the new computer was that the 
development of peripherals almost came to a standstill — which, in tum, 
affected sales of the X-1 system which needed magnetic tape for its 
competitive success. Electrologica met several problems in the construction 
of the X-8. These included problems with suppliers of components and with 
the compatability of software. 

. Philips produced semiconductors that were 40 times as fast as the ones 
used for the X-1. After considering several other suppliers, the choice of 
Philips was part of a strategy maintaining a complex arrangement whereby 
Philips became supplier, buyer and eventually competitor. Maintaining 
relations of this kind, or possibly even building networks, involves a kind of 
power play and the parties involved will seek opportunities to gain some 
control. This becomes even more complicated when relations are 
asymmetrical. Despite its small size, Electrologica tried, as an important 
customer, to exert some control over Philips' actions. Philips, on the other 
hand, had many roles to play and was not really dependent on Electrologica. 

Once delivered, the performance of the transistors did not meet the 
specifications and were not the most modern components available. 
However, problems did not stop with components. One of the ideas behind 
the intermediate X-8 was to ensure compatibility with X-1 software. This 
compatibility would make the X-8 an attractive upgrade for owners of an 
X-1 system. IBM very successfully used this approach to compatibility as 
part of its marketing strategy, critically described as a ‘software lock-in'.* 
Electrologica, however, had overestimated its capacity to create 
compatibility; this proved a severe disadvantage for existing customers, 
who had to convert and rewrite their programs. 

The growing importance of software put an extra burden on Electrologica, 
because to satisfy its customers it had to build FORTRAN, COBOL and 
ALGOL compilers. During the early 1960s large amounts of the research 
budget were spent on the development of a software library. In 1965 the 
software department was detached from the sales department and made into a 
separate research department. Due to the increased research on software, the 
estimates for the expenditure on research in 1966 and 1967 went over six 
million Dfl. Electrologica could not bear these investments in manpower and 
money. From Table 1 it is possible to see that Electrologica spent between 19 
and 33 per cent of its turnover on research. Companies active in the same field 
as Electrologica only spent an average of ten per cent. 


THE DUTCH COMPUTER INDUSTRY 93 


TABLE 1 
SPENDING ON R&D, 1960-65 (DFL 1,000) 








Year Hardware Software Total % of Total Turnover 
1960 104 104 1.8 | 
1961 486 653 1,121 32.6 

1962 750 1,109 1,859 26.8 

1963 1,010 1,327 2,337 205 

1964 1,059 837 1,896 19.0 

1965 1,657 1,440 1,440 33.6 





In this development of a technological system several points become 
clear. The initial decision to enter the business market, which was 
undoubtedly induced by the relation with Nillmij, forced the research group 
to elaborate on the X-1, and especially the peripherals. It was torn by 
conflicting demands; it needed to optimise the existing system, while at the 
same time working out concepts for a new system. The demands from the 
scientific market forced Electrologica to expand its software library, which 
was done primarily by Mathematisch Centrum, and pressed Electrologica 
into the development of a new system. The importance of software led to a 
separation of hardware and software research. Much effort went into 
creating compilers for using modern programming languages and this 
placed enormous pressure on the research department. 

Another point emerges from this discussion. Between the desire to 
construct an innovative product and the resistance against using the most 
modem techniques an ambiguity existed. With Blaauw the notion of 
reliability, where only ‘tried and true’ technologies were used, had become 
part of the culture of the computer team. It was a notion which persisted 
long after Blaauw left for a position at IBM, and it became part of the 
community’s technological frame. The community was involved in a race 
against time; it was not capable of both improving and developing 
techniques. This double bind influenced the effectiveness of the community 
as a whole. 


VI 


ENVIRONMENT: MARKET AND ORGANISATION 


During the mid-1960s there were drastic changes in the market environment 
faced by Electrologica, which affected the firm’s profitability and position 
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within its networks. Of these changes, one of the most important was the 
introduction of ІВМ” System 360. April 1964, the very time when 
Electrologica had two prototypes of the X-8 ready, saw the introduction of 
a family of competitive computers by the market leader, using integrated 
circuits. It was also the first commercial computer to use an operating 
system. 

In addition to tbe competition from IBM, other companies entered the 
computer market. English companies received government subsidies while 
Philips announced the formation of Philips Computer Industries. A large 
team of higbly qualified engineers and university graduates backed by the 
research laboratories of Philips set out to break the stranglehold of the 
American companies. Against such giants Electrologica was a small player. 
Moreover it was being transformed from a department in a scientific 
institute into an industrial company producing scientific products. In such a 
climate developing new products was not enough. The late announcement 
of the X-8 had serious consequences, while problems in installing magnetic 
tape meant that many potential business and administrative clients lost 
interest in the X-1. Indeed the X-1 was already obsolete, and sales were 
declining. This, combined with the delayed announcement of the X-8, led to 
production losses as wel]. 

The fate of Electrologica was directly determined by the activities of 
Nillmij, but the two pursued diverging strategies. Electrologica was 
primarily dependent on the contacts of Engelfriet and Dek for its sales. 
These contacts were partly the same as those which Nillmij used to find 
additional financial resources to support both research and the rental of 
machines. Since the insurance market went through a wave of mergers 
itself, Nillmij was also involved in talks with different insurance companies. 
Yet the capital intensity of the computer industry made insurance companies 
reluctant to negotiate a merger with Nillmij, which in turn made Nillmij 
view Electrologica in a different light. The technological system and 
organisation were no longer perceived as a whole and a shift in emphasis 
occurred. One of the original objectives of the co-operation had been to 
ensure the production of a computer. When this had been achieved the 
functional meaning of the technological system shifted from the computer 
towards the company at the very time Electrologica was struggling, which 
meant that investment became less attractive. To keep other inter- 
organisational structures intact, with regard to its core activities, Nillmij 
started to look for new partners and only the personal interest of Dek and 
Engelfriet in Electrologica remained. 

The involvement of Nillmij also created dependency, however. At the 
end of the 1950s, Electrologica's X-1 represented an innovative 
technological system, which served its clients well and was comparable in 
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technical performance to the IBM 1401. However, Nillmij had become 
dependent on technology developed within Electrologica; it was realised 
that a new system was necessary; but it was not expected that a new 
computer would become available before 1969. Although this delay could 
allow for more advanced technological developments, it also caused 
uncertainty about the maintenance of the existing system, shortened the life 
cycles of programs and created capacity problems in programming. Set in 
this context, it is clear that the close involvement with Electrologica delayed 
Nillmij's own development. 

Between 1951 and 1958 several factors paved the way first to the 
production and then the introduction of a computer. The view, expressed by 
Engelfriet, on the kind of machinery needed, pointed to a modern computer 
and on this Engelfriet and Van Wijngaarden were united. The establishment 
of Electrologica stemmed from this shared vision and was complemented 
by the mutual needs of both Mathematisch Centrum and Nillmij. Both 
organisations were firmly committed to the success of Electrologica, which 
was not just an organisational vehicle to build a computer, but was expected 
to be a commercial venture. Moreover, Electrologica connected Nillmij to 
the technological community. It embodied knowledge and skills and 
operated in a tradition strongly rooted in the scientific background of 
Mathematisch Centrum. Where Mathematisch Centrum aimed to link 
(applied) mathematical science and industry, Electrologica formed the 
bridge and Engelfriet's mathematical foundation of insurance procedures 
reflected this attitude.? 

Although Electrologica was a structured organisation it did not link 
manufacturing and marketing. Sales were therefore largely left to the 
managers of Nillmij, who could not always separate their interests in 
computers with those in life insurance policies. Usselman has drawn 
attention to IBM's success as a consequence of good information flows 
between different parts of the organisation; a flow which was, however, 
lacking in other companies in other countries. Usselman put the failure of 
BTM to become a commercial success down to a sluggish market and the 
inability to generate products that would stimulate demand.” For 
Electrologica, the problem was not so much a sluggish market as difficulties 
in establishing appropriate connections to the market. 


Changing Tack: The Meeting of Organisations 

Changing circumstances and the reversal of financial results forced both 
Nillmij and Electrologica to search for new partners. This was not a new 
strategy, however, several companies, including Philips, had already shown 
an interest in Electrologica, although talks had never been successful, as the 
following discussion illustrates.” 
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The initial success of the X-1 demanded additional investment, because 
stocks and production needed financing. Moreover, additional funds were 
also essential to finance the leasing of computers, which was to become a 
normal option in the computer industry. However, during the first three 
years losses accumulated and to guarantee growth Nillmij had to raise 
capital on its own or find a suitable partner. In 1965 Nillmij sold part of its 
Electrologica shares to Philips. At this time Philips was a major producer of 
electrical and electronic equipment, ranging from semiconductors to ladies' 
shavers. Philips had moved into computers in 1963 and in 1967 became the 
sole stockholder in Electrologica. 

There were a number of reasons why Nillmij wished to co-operate with 
Philips. First, Philips had produced computers for its own use during the 
1950s, but had not sold them commercially. This meant that Philips was a 
supplier of components rather than a direct competitor in the computer 
market. Secondly, Philips had an extensive international sales network and 
maintained close contacts with the government. For Electrologica, Philips' 
government contacts were extremely attractive because they offered an 
entry into a fast growing market. In addition, Philips was interested in 
Electrologica because it could help to produce a transistorised version of the 
Philips computers. This mutual interest led to a quick initial agreement 
between the two parties. 

This agreement did not last, and in any event Electrologica had 
reservations about the possibilities of a transistorised version; Philips' 
Pascal computer was based upon obsolete technologies. On the other hand, 
Philips' reluctance to commit itself over competition was a strong argument 
against co-operation. Although the top management of Philips appeared to 
see Electrologica as the core of a rising computer industry, the Philips 
research team wanted to demonstrate its own capabilities. The negotiations 
ended, but were re-opened shortly afterwards and again an agreement 
seemed imminent. However, this time circumstances and an opportunistic 
attitude worked against it. Worldwide, the computer industry went through 
a wave of mergers to counter IBM's dominance and in the United Kingdom 
the number of producers fell from ten to three between 1959 and 1964." 
Nillmij saw this trend as a basis for co-operation between existing computer 
firms. This trend, combined with Electrologica’s financial results in the 
1960s, encouraged Nillmij to abandon negotiations with Philips which 
would, in any event, have reduced the firm's room for manoeuvre. It was, 
however, a decision which may not have been in the best interests of 
Electrologica. 

As a consequence of the unsuccessful negotiations Philips branched out 
alone, while for Electrologica the price of independence was difficulty in 
facing competitive pressure from IBM. In addition, profits were short-lived 
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and declined after 1962, bringing only a small window of opportunity for 
innovation. In other words, although Electrologica managed to succeed in 
building networks to underpin production, these networks were inadequate 
since Nillmij was too small to be an international player. Às a consequence, 
at the opening of the new Electrologica factory in 1964, the firm argued 
strenuously for a national computer industry to be created with government 
support.” 

Negotiations with Philips re-opened in 1965, but in a very different 
climate from that prevailing four years earlier. On the one hand, 
Electrologica was making losses and desperately needed financial help 
while, on the other, Philips had begun to produce commercial computers, 
although much remained at the planning stage. As before, both parties had 
a clear view of what they would gain from co-operation. To Philips the 
greatest attraction of Electrologica was its human capital, in return for 
which it offered financial support, taking a 40 per cent share in the latter 
firm. As well as vital investment, Electrologica also gained access to 
Philips’ vast research laboratories. Both companies were, however, to 
remain legally independent, and both became more profitable as a result of 
the mutual benefits derived from the deal. In this mutually beneficial 
arrangement Philips offered a sales network, Electrologica offered sales 
expertise, and both companies gained access to each other’s know-how and 
licences on patents. 


Building a Computer Industry: A Clash of Communities 


The change in shareholders affected the organisational setting in which 
Electrologica had to operate. Nillmij’s interest in Electrologica was based 
upon a combination of a desire for continuity and nostalgia. However, the 
effect of Philips’ investment in Electrologica was to change the inter- 
Organisational field. Co-operation between two firms with different 
technological strategies and business cultures proved difficult, and soon 
after the decision to co-operate was made the first difficulties appeared. 
Philips had designed the Philips 1000 series, which had a similar 
technological and organisational structure to IBM but was very different 
from Electrologica’s X-1. Inevitably, the designers of the P1000 series 
wanted to maintain their leadership while for Electrologica the continuity of 
its family of computers was of great importance. This meant that whilst the 
companies strove to integrate both series, the differences in structure and 
physical composition meant it was necessary to delay full integration until 
a new generation of computers evolved. As a result both organisations stuck 
to their own designs and procedures. 

Not only were the technological approaches of the two firms different; 
marketing approaches also diverged. Philips wanted to compete head-on 
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with IBM. However, compatibility with IBM in hardware and software 
would intensify the confrontation and, as Electrologica warned, might make 
them lose their competitive edge. PCI resisted efforts to make the 
development of the X-family the focal point of development; yet 
development of both series was financially unattractive. The postponement 
of decisions was not simply due to the difference in physical structure of the 
computer or marketing strategies of the companies, since this could be a 
strength as the two firms complemented each other. Rather, the delay 
demonstrated a reluctance to co-operate, which was partly connected to the 
different traditions of the companies and partly to the various technological 
frames of the communities. Electrologica was committed to existing 
customers, had a background in mathematical science and mechanical 
engineering and few electrical engineers. This slowed down change, 
because it had already built its industrial capacity and gained experience 
doing so. However, Electrologica was handicapped, compared to Philips, by 
a limited access to and use of international knowledge and technology. At 
Philips, decision making was slow and the prime objective was operating 
computers supported by electrical engineers who were suspicious of 
outsiders even where external knowledge and expertise would be helpful in 
building both internal and external organisation. 

The many conflicts about joint technological ventures and the inability 
to co-operate on software development reflect a deeper problem. The 
cultures of the two organisations were as incompatible as their products. 
Electrologica had developed a certain identity which it did not want to lose. 
It was a horizontally structured organisation where the staff operated in a 
very informal setting. Selection of personnel was based very much on the 
traditions of Mathematisch Centrum and this technological and scientific 
tradition dominated Electrologica's culture." The firm was producing for 
both scientific and business purposes and whilst its structure and style did 
produce results, it did so in a rather inefficient way. It took years to build a 
concentrated production facility and even then management was not fully 
equipped for its task. 

Philips' engineers also had traditions, but the way the company was 
structured and the size of the research departments made their own demands 
on organisation and co-ordination and PCI was formed within an existing 
structure and culture. Philips had a different computer line, they were 
convinced of their own attitudes and were aiming for the industrial market. 
The way the organisation operated influenced the communities' 
technological frame. Within Philips or Electrologica there was little overlap 
between the two technological frames, leading to numerous differences in 
opinion. One can analyse them as a clash of communities, a clash of culture 
or incompatible technological frames which involved a kind of power play. 
Although from the start there seemed to be space for a common 
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development, building on the complementary strength of both companies, 
convergence of strategies was not possible and eventually in a changing 
external environment Electrologica’s position was undermined. 

Foreign competition and the absence of effective government support 
were the principal factors causing the downfall of Electrologica. The Dutch 
government’s non-intervention stance was different from that of, for 
example, the UK, France and Germany.” Although the Dutch government 
was active in stimulating the uses of computers in administration, it 
remained very reluctant to support the computer industry. It refrained from 
direct support, support of research or from giving orders to the computer 
industry because it did not want to subsidise two companies. In addition, 
Philips kept its own channels to government agencies to itself.” The 
changing competitive environment influenced Electrologica, and the 
government in turn spelt trouble for Electrologica. This was not all, 
however, for it was impossible to create a network of suppliers and, at the 
same time, keep an innovative edge while there were several organisational 
restrictions on using modern techniques. Commercially Electrologica was 
dependent on the personal contacts of the management, while contacts with 
the government remained incidental. Electrologica did, however, choose 
competition in a specific niche of the market. 


Vil 


CONCLUSION 


Changes in market conditions and new technologies had considerable 
influence on Electrologica over the years, but the firm proved incapable of 
responding to the new environment. Shortly after its initial success, 
Electrologica had difficulties in delivering a properly functioning 
technological system. Peripherals were weak links in the system, especially 
with respect to the business market. The limited software library formed a 
bottleneck in the scientific market which, in turn, constrained the functional 
use of the technological system. At the same time the organisational and 
financial restrictions reduced modern developments in micro-electronics. 
This meant Electrologica was trying to compete against third-generation 
Systems using advanced second-generation technology. 

Nillmij had a threefold interest in Electrologica. The computer team of 
Electrologica promised a product which was not currently available 
commercially and which looked likely to be profitable in a developing 
market. Moreover, Nillmij's management had a keen interest in electronic 
equipment, whilst the attraction of Mathematisch Centrum's research team 
was its long establishment and depth of knowledge. Within two years this 


100 BUSINESS HISTORY 


research team was a central part of Electrologica and an organisation was 
built around it which nevertheless showed weaknesses. The sales 
department lacked insight into market conditions and could not offer 
adequate solutions to its customers. In addition it took years to realise a 
production facility and research was starved of manpower and funds. It was 
only in the early years that the interests of supplier, customer and 
shareholder converged. Over the years the prime objectives of Nillmij 
receded and, though some goals and expectations were realised, further 
potential could not be developed. The technological system was successful, 
but the investment turned out to be an expensive one. It was no longer in the 
interest of Nillmij to retain its stake in Electrologica because the 
commercial and technical strategies set out by the management did not 
produce the hoped for results. Space and time were too short to build an 
appropriate network around Electrologica’s products. 

In the early years several interorganisational structures developed in a 
technical, commercial and social respect. Companies like Bull, IBM and 
Philips were the principal players in several of these networks. They were 
suppliers of components or peripherals and also competed with completed 
products. Being supplier and competitor also gave the opportunity to exert 
power of the form which is constructed between 'actors'. The degree to 
which this power can be exerted can shift from one 'actor' to another, 
although power is not an intrinsic property. This power has been 
demonstrated in the relations with both Philips and IBM and was especially 
clear in the wide-ranging negotiations with Philips when power was 
significant because of Philips' position in all networks. The firm's 
retrospective actions influenced the strategies of the two companies, and 
their computer histories became intertwined irrespective of whether they 
co-operated. 

During the process of tranforming a pioneering scientific institute into 
an industrial organisation, the company lost momentum. As Rosenberg has 
demonstrated, single technological breakthroughs hardly ever constitute a 
complete innovation. The need for and expected availability of 
complementary innovations will often affect its diffusion." When 
perspectives about the development, continuity or improvements are absent, 
sales will diminish. Co-operation with Philips came too late and did 
not open new sales channels, but blocked the old ones. This was because 
Philips was too preoccupied in building in its own systems and its own 
industrial capacity to make use of Electrologica's experience. Philips did 
not succeed in keeping the team together, so this sole remaining advantage 
was quickly lost. 

A number of internal and external developments caused the downfall of 
Electrologica. In cases like Electrologica a close match exists between 
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business and technology. The community perspective offered insights in the 
forming of a technological frame, which in turn influenced the direction of 
technological development and shaped part of the organisation’s culture. 
This culture, this strong sense of identity, explained the difficulty of 
reaching a close co-operation with other companies. The systems 
perspective reflected the communities’ technological frames. The goals 
set either to improve the technological system or to market this system 
influenced the organisation’s and community’s activities. The organisation’s 
viewpoint, the need to ensure continuity, helped to explain the building 
of networks and the constraints on certain decisions and strategies. 
Electrologica linked different inter-organisational structures in an artificial 
way, while as a life insurance company Nillmij had to avoid 
risks. Moreover, as the holding company of Electrologica it had to stimulate 
risk-taking behaviour. Yet compared with neighbouring countries such 
as France and the United Kingdom, where similar alliances were 
forged, the government proved to be the missing link in such inter- 
organisational structures. 

Electrologica can usefully be compared to other cases in surrounding 
countries as far as the debate on organisational capabilities goes. It is an 
almost self-fulfilling truism that IBM succeeded because of its 
Organisational capabilities and the way manufacturing and marketing were 
structured. Usselman has demonstrated that two external forces are of great 
importance: technology and the market. The way the government created 
domestic markets in Japan and the US paved the way to success for the 
indigenous computer industry.* Tweedale comes to a similar conclusion 
with regard to the UK: the lack of government involvement in opening a 
local market may have influenced the transition from special purpose 
innovative computers to commercial digital computers.” This macro- 
process influenced corporate strategies, but, as the case of Electrologica 
demonstrates, the way inter-organisational fields are structured has a 
decisive impact on technological and organisational development. The 
government clearly was no part of this network. Nillmij's Janus face 
hampered Electrologica's development, and that was further crushed 
between the different interests of its past and future owners. The inability to 
follow the market and the technology can, therefore, be explained by the 
constitution of these inter-organisational structures and the ability to 
develop organisational capabilities. 
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The decline of Scottish heavy industry, epitomised by the shipyards, has 
been extensively analysed by authors such as Slaven and Campbell. More 
recently, Payne has charted the demise of the Scottish steel industry in its 
final phase under the ownership of British Steel? The last 30 years of 
Scottish industrial history have not all been gloomy, however, and as well 
as a number of successes occurring in electronics (the ‘Silicon Glen’ 
phenomenon), there have also been a few important survivals rooted in the 
traditional heavy industries. The Clyde, for example, still boasts several 
shipyards which have managed to withstand the general decline and whose 
recent (chequered) histories have yet to be written. 

The purpose of this article is to isolate the reasons for one such survival: 
the former engine works of John Brown’s shipyard at Clydebank, which, 
since 1966, has been transformed into a business specialising in the 
production of gas turbines, mostly for electricity power generation, and 
which has in more recent times diversified into power station design and 
construction. Since its inception in 1966, John Brown Engineering Ltd, as 
the business was named, has employed between 900 and 2,300 people, 
mostly in highly skilled and well rewarded jobs, made sales in excess of £3 
billion, predominantly in the export market, and, to 1994, built and fitted 
over 500 gas turbines worldwide. While there have been commercial 
Vicissitudes, and, in recent times, very substantial financial losses, a life- 
span of 30 years, in the context of heavy industrial decline, may fairly be 
described as a success. How, and by what means, was this achieved? 

As the article’s title implies, the answer involves the company’s use of 
US technology, operating through the medium of co-operative technical and 
commercial agreements, and is set in the context of the managerial 
structures and strategies of a group of companies, John Brown & Company 
plc, which itself has changed hands several times in the last decade.’ For 
these reasons the study is not restricted to a single firm. It also involves an 
analysis of interdependencies, managerial, financial and technological, 
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operating at both a national and international level. It will proceed by 
outlining the genesis of the firm, and will then examine the technology 
involved, markets and marketing, finance, manpower and management 
aspects. It concludes by weighing the various factors in the company’s 
creation and survival. 


П 


In March 1966, the government-appointed Shipbuilding Inquiry Committee 
published its analysis and recommendations for the British shipbuilding 
industry. Its report, named the Geddes Report after its chairman, R.M. 
Geddes, culminated in a series of proposals for the rationalisation of an 
industry which had a vast overcapacity problem stemming from low 
demand and its lack of competitiveness in international markets. This was 
also related to the rise of low-cost overseas competition in the post-war 
period. Matters had not been helped by a strike-prone labour force, which 
was represented by a large number of trades unions, some acting for a tiny 
proportion of the workforce in a yard, a factor contributing to the frequent 
demarcation disputes. The net result was an inadequate level of profits 
which was under constant pressure from both inside and outside the 
shipyards.‘ The Times of 26 July 1966 reveals how this was affecting John 
Brown & Co.'s yard at Clydebank. In his detailed statement on the trading 
results of the John Brown Group, which had incurred an annual loss to 31 
March 1966 of £2.2m, the chairman, Lord Aberconway, noted that the yard 
had just completed the M.V. Kungsholm, the contract proving to be ‘the 
most disastrous, financially, that Clydebank has ever executed’. A loss of 
£3m had been taken on this vessel, which had been built for a fixed price of 
about £7m, with no price escalation formula to offset inflation. This had 
been severe, especially relative to wages. The job had been taken when ‘no 
other work was in prospect’, and it had clashed with the construction of 
HMS Intrepid at a time when labour was scarce. The drawings for Intrepid 
had been received late, causing the bottleneck, and penalties for late 
delivery had to be paid on Kungsholm, the contract price of which had been 
recognised as inadequate at the outset. The John Brown Group’s other 
interests were in machine tools, and while the Wickman and Firth Brown 
subsidiaries had done well, Constructors John Brown, the chemical 
engineering and pipelines subsidiary, had incurred a loss of some £2.5m on 
its £25m Algerian pipeline contract. The smaller land boilers business was 
in the process of a merger with Foster Wheeler, and the general engineering 
companies such as Markham and the Cravens group had experienced mixed 
fortunes.’ It is clear that the shipyard had substantially damaged the group 
to an extent that the other businesses in it were not able to absorb, and that 
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its prospects were grave. Times had changed dramatically at Clydebank, 
which at one stage in the not too distant past had produced a veritable fleet 
of 58 ships, totalling one-third of a million tons, for the war effort. 

The substantive recommendation of the Geddes Report was that the 
shipyards should rationalise their facilities and group together, and after a 
period of reflection, exploratory talks, counter-suggestion and winding 
down by the main shipyards of the Clyde, a process which would take about 
18 months, the Scottish response was to result in the formation of Upper 
Clyde Shipbuilders Ltd (UCS) in 1968. The merging shipyards, John 
Brown, Connell, Fairfields, Stephen and Yarrows, in due course took up the 
£4m share capital in proportion to the assets transferred.’ An imaginative 
project to instal completely new and up-to-date shipbuilding facilities, 
allowing for the modular construction of tankers and bulk carriers at low 
cost and called the Newshot Isle project, had earlier been proposed by the 
shipyards. This Clyde-based initiative would have required government 
funding, but did not find favour with the Geddes Committee. As it was, the 
UCS project initially involved government loans of £5.5m.' 

Of greater relevance to this study was the Committee’s 
recommendations regarding tbe engine works of Britain's shipyards. Their 
combined output in 1956 had been an engine production rated at 1,082,400 
HP, which by 1965 had fallen to 825,900 HP, a direct reflection of the fact 
that shipping orders had dropped. Geddes anticipated that the projected 
average output of 1!4 to 144m of gross tonnage called for an engine building 
capacity of approximately 1m HP, which it felt could be achieved by four 
specialist engine works, not attached to individual shipyards. In addition it 
had noted the long-established trend away from steam turbine engines to 
diesel engines, such as the increasingly popular range designed by Sulzer of 
Switzerland and manufactured under licence. By this point, almost all 
marine engines being constructed in the UK were diesels, their popularity 
arising from their compactness, efficiency and low running costs. There was 
little demand in the market place for the higher powers and speeds that 
could only be provided by steam turbine engines. By this stage, too, the 
price of diesel engines had been forced below an economic level, thanks to 
the presence of too many builders and insufficient demand. 

While supporting the John Brown yard's shipbuilding production with 
the manufacture of marine engines, the Engine Works at Clydebank, which 
had always been run as a separate business-within-a-business, had for many 
years always undertaken a variety of engineering work outside marine 
engineering. In 1965, this accounted for 17 per cent of its turnover, and, in 
1966, ten per cent.” It involved the manufacture of gearing, marine boilers, 
heavy fabrications, pressure vessels and general engineering work. As part 
of this, the Engine Works had by 1965 completed a number of contracts for 
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water turbines, the latest of which was to be installed at the Cruachan Power 
Station. This work was sub-contracted from Bovings, a sister company in 
the Brown group, the ultimate customer being the North of Scotland Hydro 
Board, but the Board’s building programme had reached completion.” 

Financial records from the 1964—65 period, which split profits and 
losses at Clydebank between ‘Hull’ and ‘Machinery’, reveal an 
unsatisfactory trading position. Both the shipyard and the Engine Works 
were operating at a loss, the principal reason relating to ‘Unallocated 
Charges’. Jobs in both the shipyard and the Engine Works had been priced 
at overhead levels reflecting full capacity utilisation, but in the knowledge 
that this capacity would not be taken up. The purpose behind this practice 
was to enable realistic prices to be tendered to potential customers. In 
the Engine Works in 1965, fixed overheads were forecast at £501,000, of 
which only £376,000 were to be recovered through pricing. The planned 
margin of £96,000 on work undertaken, representing an average profit 
of just under four per cent on sales value, was insufficient to cover the 
shortfall of £125,000 in fixed overheads.” Work of all kinds was needed 
to take up capacity. 

At this point the Engine Works became involved in a venture, the full 
significance of which would not immediately become clear: on 27 May 
1965 G.R. Strachan, the Engineering Director at Clydebank, had signed a 
joint manufacturing agreement for producing ‘a wide variety of United 
States-designed heavy duty industrial gas turbines’ with the General 
Electric Company (GE) of the United States. The Times of 18 June reported 
that ‘Existing manufacturing facilities, which were already geared to the 
production of steam turbines, would be suitable for the new gas-turbine 
work ... and it would call for an increase in certain workers’.” The 
agreement, signed on behalf of GE by the Export Sales Manager R.F. 
Naples, required that GE would produce all turbine blades (fixed and 
moving) and other rotating parts. These would be sold at a predetermined 
price to John Brown, which would be responsible for the shell and other 
fixed components, testing completed gas turbines, performance studies and 
other aspects. Brown would be responsible for marketing and selling the gas 
turbines. It was speculated that if the search for gas and oil in the North Sea 
were successful John Brown would be in a favourable position to fulfil a 
large demand for these machines, which could be used either to power 
electricity generation equipment or to drive other machinery, such as 
compressors. Potential sales revenue was forecast at £10m over five years, 
over 50 per cent of which would flow to John Brown as a result of 
the agreement. 

The newspaper report did not mention that in 1946 John Brown at 
Clydebank had signed a 20-year licence agreement with Escher Wyss of 
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Switzerland to build and sell the latter’s closed circuit industrial gas turbine 
in Britain, Ireland and ‘the Empire’. As a result an order from the North of 
Scotland Hydro Board for a closed cycle 12,500 Kw gas turbine generator, 
capable of burning oil or peat, had been taken in 1949, for installation in 
Dundee. In 1958 the set was removed and the costs written off. The 
uncertain composition of the peat had made it unfeasible as a fuel, and it had 
only proved possible to use refined rather than crude oil, which corroded the 
turbine blades. This had resulted in unacceptably high generating costs. 

By March 1966, it was becoming apparent that the joint manufacturing 
agreement with GE, unlike its failed Escher Wyss predecessor, had 
considerable promise. An official order valued at £0.96m had been received 
directly from GE for three industrial gas turbines, due for delivery in March, 
May and June 1967. A decision bad been taken to manufacture a further two 
units in anticipation of sales, and the offer from GE of three sets of rotating 
parts at a lower price than that contained in the joint manufacturing 
agreement persuaded Brown to programme another three turbines for 
completion in 1968, again ahead of orders being received. Alongside these 
developments, the manufacture of the main steam-turbine engines for job 
no. 736, which was to become the QE2, proceeded." 

At some point in mid-1966, the main board of John Brown & Company, 
bearing in mind the recommendations of Geddes for the amalgamation of 
shipyards and the separation of engine works as separate businesses, 
decided to hive off the Clydebank engine works and transfer its assets to a 
new private limited company, John Brown Engineenng (Clydebank) Ltd. 
The word 'Clydebank' was later dropped from the name. When it officially 
began trading on 10 October 1966, the future was still unclear. At the new 
company's first board meeting on that same day, it was recorded that 


the policy aim of the company is to acquire and execute the maximum 
amount of work that the resources will accommodate and of a kind 
which can be tackled efficiently and profitably by the skills and 
facilities at the Company's disposal ... It is felt that the Company is 
well poised in relation to any form of rationalisation flowing from 
Geddes. It is important to watch carefully the trends in the marine 
engineering industry in order to be able to take any appropriate timely 
initiative. In the short term, every possible assistance must be given to 
the shipyard ор 736.'* 


These remarks indicate that the decision to separate out the engine works 
did not involve any more than a vague appreciation of where the gas turbine 
business might lead. From Brown's perspective, the joint manufacturing 
agreement seems initially to have been what Sir Eric Mensforth, a member 
of the main board, would in due course describe in his memoirs as of the 
‘nothing venture, nothing gain’ variety." 
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The new development had nevertheless been studied very carefully. 
Prior to completion of the agreement, the Engine Works’ representatives 
had visited GE’s Schenectady plant and established that ‘the production of 
gas turbines can be undertaken without making severe demands on existing 
shop capacity. Production becomes akin to an assembly industry’. GE 
figures supplied to Brown indicated that sales of turbines made at list price 
could be expected to generate a ten per cent profit margin. Adjustments had 
to be made for the fact that sales might have to be taken at lower prices, but 
it was felt that savings could be made on labour, which had been based on 
US rates, some 2.5 ümes their UK equivalents. It was also expected that 
savings could be made on UK-sourced components. It was clear from the 
beginning that the direct labour content was 'small', about five per cent of 
selling price, but that an alternative strategy of producing the turbine rotors 
and associated parts at Clydebank would have involved prohibitive levels of 
capital expenditure. Brown's approach to the new venture was both 
optimistic and cautious. If that were the case on the Clydebank side of the 
agreement, a different perspective applied across the Atlantic. 

At the time of the joint manufacturing agreement in 1965, the General 
Electric Company of the United States employed about 400,000 people in 
24 countries worldwide in a range of engineering activities that 
encompassed the aerospace and defence industries, construction materials, 
consumer products, power generation and the general industrial and 
information sectors. This giant corporation had been formed towards the 
end of the last century out of the Edison, Sprague and Thomson Houston 
corporations. In the mid-1960s GE's annual turnover was $7 billion, and its 
profits were $200/$300m per annum." The first half of the 1960s had 
witnessed a breakthrough in gas turbine business. GE was reaping the 
benefits of 'substantial' past investments in this technology. In 1966 orders 
for ‘peaking’ units, used to drive generators when the electricity grid was 
heavily loaded, stood at ten times the level of 1960, and 20 per cent of these 
orders were from non-US customers.” The advantages of the gas turbine as 
a prime mover in electricity generation had become widely understood — 
initial investment costs per kilowatt were low compared with other forms of 
generation, and these machines had a short on-site construction cycle. To 
cater for the widespread demand, production capacity was being doubled at 
the Schenectady (New York State) plant, and a new gas turbine 
manufacturing plant was under construction near Greenville, South 
Carolina, three times larger than Schenectady. Gas turbines had in the fairly 
recent past been regarded as a ‘futures’ business by GE, but were now 
making a substantial contribution to earnings.” Significantly, an exporting 
subsidiary, International General Electric Export, was formed as part of the 
company's Power Generation Group. 
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In the mid-1960s, therefore, GE expected substantial export growth 1n 
gas turbines and was gearing up to supply an expanding market. But how 
was this growth to be achieved? Prior to the Second World War, GE had 
expanded its various businesses outside the USA through licensing 
agreements and also through partial ownership, involving companies such 
as Alsthom of France, AEG of Germany, GEC in the UK or Hitachi in 
Japan. After the war GE divested its ownership and discontinued the 
licensing arrangements, which, due to the war, had resulted in non-payment 
of fees. The company was quite naturally reluctant to repeat these 
arrangements, and tried a range of approaches, among which was the joint 
manufacturing agreement.” Credit for this development is ascribed to 
Hughs Ogalvie, the Sales Manager at GE’s Lynn, Massachusetts, Steam 
Turbine Division.” Ogalvie had tried to penetrate a very difficult 
international market for steam turbines and concluded that a local presence 
was essential. This resulted in joint manufacturing agreements with 
companies such as Kvaerner Brug of Oslo, which led to the provision of 
GE-designed steam turbines for European-built ships. The idea was 
borrowed by International General Electric, the first joint manufacturing 
agreement for gas turbines being signed with Nuovo Pignone of Florence, a 
company which had employed GE as consultants to help it rebuild its 
business in the post-war period. The joint manufacturing agreement was not 
entered into lightly by GE: it required that associates be of the highest 
calibre both as engineers and as business partners. The arrangement had 
reciprocal benefits. GE was responsible for turbine design and supply of key 
parts, while the associate company was responsible for sales, completion 
and installation of the machinery and the complex business of international 
contracting, which often involved tough negotiations, special financing and 
elaborate legalities. The general manager of GE's Gas Turbine division, 
Whit Ridgway, saw John Brown as a natural partner for a joint 
manufacturing agreement, having in place the facilities and expertise to 
build turbines and gears and with a reputation as one of the finest 
shipbuilders in the world.” At the time, as was noted, this coincided with an 
effort by Brown's engine works at Clydebank to diversify and provide a 
hedge against the uncertainty and decline that seemed to have gripped the 
marine engine market, and thus the all-important relationship was forged. 


Ш 


In order to understand the technological context in which the business has 
operated, a short historical background to gas turbine technology will be 
provided. A turbine is an engine in which a shaft is driven by a wheel 
rotated by means of a liquid or a gas under pressure. Substantial steps 
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forward in turbine technology took place in the closing decades of the 
nineteenth century as the steam turbine was developed for electricity 
generation, to take advantage of the progress in generator and alternator 
design stemming from the work of Gramme, von Siemens et al. in the 
1870s. C.H. Parsons is credited with the first practicable steam turbine and 
generator set, patented in 1884. There is no agreed chronology for 
developments in this area, and progress was achieved by a variety of means 
which included inter-firm co-operation, multiple invention and the activities 
of entrepreneurs.” In the light of this, it is not surprising that the major 
industrial players involved in the production of power generation 
equipment, especially in Germany and the USA, were committed to turbine 
research from the beginning. Significantly, as will be seen later, Charles G. 
Curtis was in 1896 involved at GE in the United States, applying his designs 
to marine propulsion at the same time as Parsons. Even at this early stage, 
the general features of the steam turbine were well established. It consisted 
of a system of carefully configured blades fixed circumferentially on a rotor, 
actuated by high-pressure steam. The escaping steam, losing pressure by 
expansion, turned larger blades further along the rotor or on a separate rotor. 

Once the steam turbine was developed, the attention of engineers turned 
to the possibility of driving turbines by means of other types of gas. In the 
United States, G.B. Warren of GE designed combustion chambers for gas 
turbines in 1919, but the metallurgy of the time was inadequate and the 
project was abandoned.* However, by 1949, aided by its pioneering 
wartime and post-war work on the jet engine, GE delivered its first gas 
turbine for power generation to the Oklahoma Gas & Electric Company, 
rated at 3.5 Mw of output. GE had been provided during the war with a UK- 
designed Whittle jet engine for experimental purposes, to which it added a 
compressor stage.” The compressor consisted of a set of blades located 
circumferentially and further along the rotor, which drove compressed air 
into the combustion chambers. It became a standard feature of the gas 
turbine.” Since the experimental days of the 1940s, a more or less uniform 
format has evolved for this type of machine. The turbine, mounted on a base 
frame, has at its heart a rotor which at one end is fitted with several stages 
of rotating buckets (blades) set on the circumference of large discs, and 
propelled by the combustion of gas, pressurised by the compressor blades 
which are affixed to a different part of the same rotor. At one end of the 
turbine, the rotor is harnessed either to a generator or to other machinery. 
Design effort has, since the 1940s, gone into making the gas turbine more 
efficient. This has involved raising combustion temperatures and rotor 
speeds, improving metallurgy and developing internal cooling systems. A 
symbiotic relationship between turbine technology and an ever-improving 
jet engine technology is at work. 
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In a remarkably prescient way, the development of the Curtis steam 
turbine in Great Britain was undertaken by John Brown & Co. at Clydebank 
in the early years of the century, through an agreement with the General 
Electric Company. As a result, ће Brown—Curts turbine was produced for 
marine propulsion, rivalling the Parsons design, and featuring in ships such 
as the Cunard liners Lusitania and Mauretania as early as 1906. In other 
words, John Brown at Clydebank was an early and important player in 
steam turbine engineering, in which, partly due to its relations with GE, it 
soon acquired world renown.? The subsequent technological tie-up of 1965 
may therefore be seen as an instance of one successful relationship having 
begotten another, albeit indirectly. 


IV 


The largest market in which John Brown Engineering has sought to operate 
has been the market for power generation equipment, which has reflected 
the worldwide demand for electrical power. This has been expanding from 
the late nineteenth century onwards. In the industrialised countries, initial 
demand for street and domestic electric lighüng was succeeded by the 
requirement for factory power and power for public transportation systems. 
In underdeveloped countries, this basic type of demand still exists. From the 
second quarter of the present century onwards, technological progress 
coupled with the widespread growth of affluence in the West has resulted in 
increasing ownership of a whole variety of domestic aids and appliances. In 
more extreme climates, such as the United States, this has been 
compounded by the increasing use of air conditioning to contribute to rising 
power demand.” 

By the 1960s, therefore, worldwide demand was generally high. There 
were, however, two main exceptions for an arriviste in capital equipment 
supply such as John Brown Engineering then was: the European market and 
the United States market. In the European market, demand for power was 
beginning to stabilise, and was satisfied by indigenous producers of long 
standing, and in the United States GE and Westinghouse provided the vast 
majority of electricity generating equipment. These two firms between them 
supplied 85 per cent of US electricity on their conventional steam turbine 
equipment alone, and had also provided equipment for nuclear power 
stations. As Table 1 shows, however, John Brown Engineering's contracts 
in the first four years resulted in the provision of 36 turbines to North 
America, this penetration being achieved through GE, which bought the 
machinery and sold it on to US electricity utilities for peaking supply. In this 
way GE encouraged its new manufacturing associate, sold it turbine parts 
and met schedules which it perhaps could not itself fulfil. Substantial direct 
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TABLE 1 
TURBINE SALES ANALYSIS 

Year Turbine % Destination 

Orders Power SS II ca 

(No) UK North Middle Row 

America East 

1967 5 80 — 4 1 — 
1968 31 90 — 10 14 
1969 18 94 - 11 
1970 33 85 – 11 17 
1971 12 100 – – – 12 
1972 23 3 9 9 
1973 3l 68 5 2 13 11 
1974 40 48 10 - 5 25 
1975 6 100 2 – 1 
1976 75 47 2 3 24 46 
1977 11 9] 3 5 – 3 
1978 8 88 – 1 2 3 
1979 24 100 5 1 5 13 
1980 13 T — -— 1 12 
1981 46 50 1 2 16 27 
1982 10 90 1 – 3 6 
1983 8 100 1 3 – 4 
1984 9 100 – 1 – 8 
1985 8 100 – 2 – 6 
1986 8 100 – - 2 6 
1987 4 100 – 2 = 2 
1988 12 100 – 3 = 9 
1989 16 100 6 6 = 4 
1990 6 100 = 2 4 
1991 18 100 1 - 16 1 
1992 18 100 3 = 12 3 
1993 12 92 1 — 3 8 
1994 7 100 1 — - 6 
Total 512 44 70 141 257 





Source: ‘Gas Turbine Expenence Summary’, John Brown Engineering 
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business was at the same time being done with British Smelter 
Constructions Ltd, which in 1968 and 1969 bought 14 turbines from Brown 
for use in a new aluminium smelter in Bahrain. By this point the burgeoning 
oil revenues of the Gulf States enabled these countries to undertake 
unprecedented levels of infrastructural investment, notably in electricity to 
provide air conditioning. Two units were sold in 1968 to the Ministry of 
Water and Electricity in Abu Dhabi, a further three following that same 
year. Iwo more followed in 1974, and a further two in 1975. Sales 
elsewhere in the world were also gaining in importance. Five turbines were 
sold to electricity authorities in Thailand and Brunei in 1968. In 1970 seven 
units were sold to Argentina, three to Algeria and two to Australia. Finland, 
the Canary Isles and other locations also featured. In 1971, three units were 
sold to Burma in a countertrade deal, and five were sold to the People’s 
Republic of China that same year. During these early years, the occasional 
sale was made of a mechanical drive machine, one being sold to Aramco in 
Saudi Arabia in 1967, another to Canada (through GE) in 1968. The 
business was reaching all corners of the developing world." 

By the early 1970s, sales to the North American market had tailed off as 
GE's full production capability came on stream. By 1973, the exploitation 
of oil and gas resources in the North Sea had led to the provision of two 
turbines for the Piper Field, and three for the Beryl ‘A’ platform. Further 
orders for the North Sea were won in 1977 and beyond. During the early 
1970s, as sales related to electricity generation boomed, a large number of 
smaller ‘Frame 3’ machines were sold for pipeline compressors as countries 
such as Algeria and Russia began to exploit natural gas resources. Algeria 
received 20 such machines at this time, and Russia 45. The latter were sold 
through GE and AEG. These and the continued sales of the standard ‘Frame 
5' machine for electricity production, typically sold in conjunction with a 
Brush generator, made 1976 a high point of Brown’s success, in terms of 
unit sales. As Table 1 shows, at the end of the 1970s and the start of the 
1980s, turbine sales were falling. The oil shocks of the period were pushing 
up costs and making UK-produced machines uncompetitive.” This was 
coupled with a strong pound, and was pressurising margins. The same 
difficulties were being experienced elsewhere: in 1979, AEG, also a 
Manufacturing associate of GE, withdrew temporarily from gas turbine 
manufacture. But the market had seldom been easy. Since John Brown 
Engineering’s earliest days it was, and is, predominantly operating in a 
buyer’s market. In most of the direct sales made since the company’s 
inception it was invariably tendering in competition with a handful of other 
suppliers of international standing, of whom details are given later, winning 
(or losing) contracts sometimes on grounds of price, sometimes on 
commercial conditions, and sometimes on technical output criteria. 
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The 1980s were characterised by several alterations in market 
conditions. As economies gradually recovered from the oil shocks and 
depression of the late 1970s and early 1980s, declining growth rates for 
electricity consumption affected sales.” At the same time, the efficiency and 
output of gas turbines was increasing thanks to the technological 
improvements referred to earlier, leading to the development at GE of 
Frame 6, 7 and 9 machines. Typically, a Frame 6 machine could generate 50 
per cent more output than the 26 Mw generated by a Frame 5, and a Frame 
7 twice as much. A Frame 9 machine generated three times the output of a 
Frame 5. The recently developed Frame 9F can generate no less than six 
times the output of a Frame 5." In each case the output gains are 
disproportionate to relatively modest differences in capital cost. Coupled 
with the availability of this technology from the late 1970s a tendency arose 
for clients to require contractors to provide an increasing proportion of the 
installation of which the gas turbine was part. Gas turbines were ordered, 
sometimes with a boiler installation or desalination plant. Applications 
involving the use of the turbine's waste heat to power an adjacent steam 
turbine soon led to the requirement for the contractor to instal and supply 
steam turbines alongside gas turbines and ancillaries in 'Combined Cycle' 
plants, which the contractor was expected to commission in their entirety. In 
more recent times the concept of 'co-generation' links the provision of 
turbines for production processes in factories with the sale of surplus power 
‘over the fence’ to utility companies. 

It was not, however, to these developments that John Brown 
Engineering owed one of its most important contracts of the early 1980s: the 
sale of 21 Frame 5 machines, to drive the Siberian gas pipeline in Russia. In 
this case the work was delayed as a result of US sanctions on the USSR 
affecting supplies from GE. During the 1980s, 11 turbines were made and 
sold in ‘combined cycle’ projects where the contract value was vastly in 
excess of the turbine price. Seven Frame 6 turbines were sold on this basis 
to Chinese utilities. Alongside these projects, ‘packaged power plants’, on 
the old basis, have continued to be sold worldwide. As a result of the above 
factors the number of turbines shown in Table 1 does not reflect their higher 
values per unit or the values of the contracts of which they are sometimes 
part. A rough guide to this may be found in the turnover column of Table 2. 
Table 2 also confirms that since 1991, the proportion of export sales revenue 
has reduced to some 60 per cent, this reduction being attributable, first, to 
the sale of two Frame 9 machines to the North of Scotland Hydro Electric 
Board, and the provision of a large combined cycle power station for 
Keadby Power, Humberside. These latter contracts reflect the recent 
privatisation of the UK electricity industry, where competition for shares of 
a static market has intensified. Increasing market share appears possible for 
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TABLE 2 
KEY FINANCIAL STATISTICS 
£m Total § P/Cap Share Export % 


Yea Tumover PBT Assets Emp% Capital Dividends Turnover Headcount 





1967 11 (02 10 (76 1.0 z n.a. na 
1968 40 02 16 9.8 1.5 E 55 1,141 
1969 51 (03 15 (182) 15 m 82 1,206 
1970 93 02 32 5.5 3.0 E 89 1,307 
1971 157 05 44 12.4 4.0 01 94 1,360 
1972 207 04 46 90 4.0 03 97 1,496 
1973 192 01 56 17 50 = 98 1,387 
1974 | 231 07 59 12.4 5.0 0.1 95 1,409 
1975 259 06 71 8.6 5.0 02 95 1,557 
1976 312 13 92 144 50 04 81 1,584 
1977 521 27 Hl 244 5.0 0.8 64 1,620 
1978 712 72 n8 609 5.0 17 73 2,329 
1979 82 98 203 485 5.0 22 84 2,062 
1980 744 50 234 213 50 05 91 1,780 
1981 656 (12) 225 (54) 50 H 80 1,538 
1982 938 (11) 213 (5.1) 50 05 96 1,549 
1983 1120 13 221 57 5.0 0.6 93 1,593 
1984 1378 14 196 7.1 50 1.0 92 1,528 
1985 932 38 214 171 50 20 96 1,294 
1986 782 (22) 191 (LƏ 5.0 E 90 1,020 
1386 юу (пу 80 аа 5.0 е 91 na 
(6 mths) 

1987 360 25 104 236 50 - 90 935 
1988 996 17 125 134 50 - 83 957 
1989 1016 11 183 60 170 75 93 1,098 
1990 1288 56 197 286 170 3.5 66 1,222 
1991 2044 95 262 362 170 30 65 1,440 
1992 1995 84 262 320 170 4.0 7 1,379 
1993 4150 151 355 424 170 2 51 1,608 
1994 3695 127 481 263 170 - 60 1,772 
1995 1584 (70.1) (228) na 17.0 - 60 1,425 





Source. Annual Report and Accounts. 
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those generators who can produce electricity in modern, efficient and low- 
cost plants. This is in keeping with the general trend away from coal-fired 
power stations. 

At a rough estimate, during the 1970s worldwide demand for new 
electricity generation equipment ran at some 75 gigawatts per annum, of 
which 12 gigawatts was for gas turbine-based machinery. During the 1980s, 
demand had risen to some 80 gigawatts, of which 10/12 gigawatts was for 
gas turbine/combined cycle installations. In the 1990s this rose to 80—100 
gigawatts, of which some 35 gigawatts was for gas turbine/combined cycle 
machinery. These figures, as well as indicating the overall size of the power 
generation market, demonstrate quite clearly the recent rise of combined 
cycle technology and the declining fortunes of the older technologies of coal 
and nuclear power generation." 

In terms of the market for the range of machines manufactured by 
Brown, a number of statistics are available. In 1985, GE's annual report 
indicated that about half of the world's 10 Mw and larger gas turbines (the 
range manufactured at Clydebank) Were GE-designed, an estimated 4,500 
machines.5 John Brown Engineering’ s output by this time was 408 
machines, some nine per cent of the GE total and therefore about 444 per 
cent of the world output of machines. Up to 1992, GE-designed machines 
totalled 5,279 units, the John Brown share being 504 machines.” This takes 
no account of the fact that GE had been selling gas turbines since 1949. If 
GE’s US-installed total of about 1,500 units is omitted, together with 
Brown’s US sales, the statistics reveal that Brown’s cumulative share of the 
non-US market for these GE-designed machines is 11% per cent. Up to 
1992, 2,585 of the 5,279 GE-designed units sold worldwide were for 
electricity generation, John Brown's share being 351, or about 14 per cent. 

It was recently estimated that some 34 per cent of all gas turbine-based 
megawatts installed to date worldwide have been provided by GE-designed 
machinery. Serious competition has been provided in recent years through 
the rise of Siemens/Ansaldo. This German/Italian combine now accounts 
for about 26 per cent of megawatts installed. Similarly, the Westinghouse 
‘family’ of associated companies, MHI, Fiat and Mitsubishi account for 
about 20 per cent of megawatts installed worldwide. Also very active and 
successful, particularly in the last five years or so, are Asea Brown Boveri 
of Switzerland, whose machines account for some 16 per cent of megawatts 
installed.* 

Over the years, John Brown Engineering has competed with these 
companies, together with other members of the GE ‘family’. Nuovo 
Pignone of Florence became a manufacturing associate of GE before John 
Brown, but following on soon afterwards, similar agreements were struck 
up with Hitachi, Alsthom (France), Thomassen (Netherlands), AEG and 
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Kvaerner Brug, which have been major competitors. GE itself has tended to 
avoid direct competition with associates, operating in the international 
market through the agreements made with these companies and thus 
avoiding the complexity of international contracting while attending to 
research and development. 

Brown could not have achieved what it did without a major and 
professional marketing effort. The board minutes of May 1968 reflect an 
early perception that it needed to be strengthened, and additional specialist 
staff were recruited. While local agents in key areas of the world have 
always been employed to keep Clydebank informed of the requirements and 
opportunities in their markets, sales engineers are used to visit potential 
customers and to present bids. There is no doubt also that the personal 
charisma of certain senior executives, particularly on the sales and 
marketing side, tipped the balance in favour of Brown well into the 1970s, 
before the client base achieved full sophistication and the consulting 
engineer became dominant in tender'evaluations. Market research was 
initiated early, and forecasts of market size and share were and still are 
regularly made.” Much of the information required relates to the well- 
publicised plans of public utilities, which in any case wish to receive 
multiple quality bids, and acquiring it is not difficult. Copious information 
is also available from subscriber-based annual publications and the 
specialist press. To a greater degree than in the past, invitations to tender are 
received directly from potential clients. By the above means, John Brown 
Engineering has successfully marketed its products in 57 countries, winning 
the Queen’s Award for Export achievement on six separate occasions. 


V 


The balance sheet produced six months after the commencement of John 
Brown Engineering reveals that Jand and buildings valued at £305,000 and 
plant and machinery of £863,000 (net of depreciation) had been transferred 
to the new company as part of the separation arrangements, some 30 per 
cent of the shipyard's fixed assets. The balance of these assets was soon to 
be transferred to Upper Clyde Shipbuilders. Current assets relating to the 
engine works' work-in-progress were also transferred to John Brown 
Engineering. Share capital of £1m was issued to the parent company in 
return, the balance of value transferred being handled through a current 
account. As can be seen in Table 2, a loss was made in the first trading 
period, which did not benefit from gas turbine sales. In 1968, a year when 
35 per cent of sales revenue was from the export of gas turbines, the 
cumulative loss was all but eliminated. In 1969, however, as exports, 
predominantly of gas turbines, reached 82 per cent of sales, a loss of 
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£281,000 was recorded. The reasons for this can no longer be ascertained 
with accuracy, but are likely to relate to falling sales of marine and general 
engineering work. Experience was still being gained, too, in the efficient 
production of gas turbines, and management’s policy of laying a proportion 
of these down in advance of orders, in some cases, may have led to the 
acceptance of low margins to dispose of them. The company recognised that 
‘commercial risks’ had to be taken with turbines to ensure a successful entry 
into the market. To assist the fledgling company in its initial years, the 
parent company at this stage injected £0.5m in share capital. 

As profits from gas turbines built up in line with rapidly increasing sales 
over the early 1970s, further injections of capital, in the form of cash, were 
made. By 1973, this totalled £5m, an investment that was adequate until 
1988. By 1978, it had been paid back to the parent company in the form of 
dividends. By the same date this investment had enabled total assets to build 
up to £11.8m with the aid of retained profits. Within total assets, fixed assets 
in 1978 stood at £3.5m, the balance being required for working capital, in 
particular the substantial stock associated with gas turbines as yet 
unshipped. Profit was only taken and the machinery removed from stock on 
shipment. 

Finances from the late 1970s onwards reflect the growth in sales income 
and profit associated with the sale of greater numbers of turbines, larger in 
size and in increasingly large installations. The losses of 1981 and 1982 
reflect the subsequent difficult market and inflationary conditions of the late 
1970s and early 1980s and the pressure then felt on margins. Satisfactory 
levels of profit (17.7 per cent of capital employed) returned in 1985 in spite 
of a drop in sales of one-third from 1984. This was achieved partly through 
cutting manpower. A change of accounting date in 1986 coincided with very 
substantial losses on certain Middle East contracts, which occurred as a 
result of damages associated with delayed commissioning. From 1987 
onwards, sales and profits have gradually returned to more normal levels, 
reflecting the completion of large-scale combined-cycle power stations, 
some in the UK, which is also mirrored in the lower export proportion of 
sales. The depletion of assets brought about by the heavy losses of 1986, 
together with the large-scale work-in-progress demands of the late 
1980s/early 1990s, required a further £12m share capital injection from the 
parent company in 1989. Up to 1994, dividends of £28.3m had been 
returned to the parent company, compared with its investment of £17m. In 
1995, however, a disastrous financial result was recorded. Sales slumped to 
only 43 per cent of 1994 levels, in combination with which a writ was 
received for £53m in damages from Keadby Power Ltd, for whom a large 
£400m combined-cycle power station had been commissioned 
approximately one year later than contract, due to ‘technical difficulties’.” 
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The ‘technical difficulties’ were reported in the press, and related to 
vibration problems with the state-of-the-art Frame 9F gas turbines, the first 
of their kind, which had been purchased, fully assembled, directly from GE. 
The defective rotors had to be shipped back to the United States, repaired 
and re-installed. The problem was by no means confined to the contract 
with John Brown Engineering, but also in due course affected a number of 
other GE installations, involving other contractors elsewhere in the world. 
A GE spokesman described the difficulties as “a few bumps in the road’ and 
noted that ‘when you are in the lead position [in technology] you are always 
the first to encounter problems’. Notwithstanding these optimistic 
comments, as the ‘turnkey cóntractor', John Brown Engineering was legally 
liable and made provision in its accounts taking into consideration ‘a 
number of factors which should substantially reduce the net cost of the 
claim’. This comment, taken together with other details given in the 
Trafalgar House annual report for 1995, suggests that a large share of John 
Brown Engineering’s losses for the year pertained to water projects, taken 
some time earlier, some of these in consortia involving Trafalgar House 
civil engineering companies. John Brown Engineering has now withdrawn 
from this line of work. The loss recorded exceeded the company’s total 
assets by 47 per cent, making the company nominally incapable of meeting 
its debts, with customers relying on group guarantees. 

As far as treasury arrangements are concerned, until the early 1980s 
Clydebank negotiated overdraft levels directly with its bankers. It was at 
this point that the John Brown group as a whole hit financial problems. 
Post-tax group profits rose gradually to £24.2m in 1981 but fell to £9.9m in 
1982, and in 1983 a loss of £9.9m was incurred. The group made substantial 
losses in the three succeeding years, much of this arising from the 
acquisition of several ailing US-based plastics machinery companies. After 
Sir John Cuckney, the company doctor, arrived in 1983, treasury 
arrangements were centralised, the banking affairs of the group as a whole 
coming under the scrutiny of a consortium of banks, who dealt directly with 
central treasury staff henceforward. At this stage the banks were calling for 
a reduction in group borrowings of some £50—£60m, and an unsuccessful 
attempt was made to meet this demand at a stroke by selling John Brown 
Engineering, then regarded as the jewel 1n the John Brown group crown, for 

‘about £60—70m, to Hawker Siddeley.* This fell through due to a change of 

heart on Hawker Siddeley's part, but the group was rescued by Trafalgar 
House in 1984, when it took a non-controlling stake of 29.9 per cent. It went 
on to take complete control in 1986. The only subsequent alteration to the 
centralised treasury arrangements occurred in 1994, when a 'zero 
balancing’ arrangement for subsidiary bank accounts was established, 
transferring balances to the centre at the end of each day." 
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Just as the treasury has been progressively centralised since the early 
1980s, so too has the interest of central staffs in budgetary control increased. 
‘Headline’ budgets were prepared by Clydebank for the John Brown group 
since the 1970s, their sophistication increasing until and after the takeover 
by Trafalgar House, which reviewed performance against budget rigorously 
and regularly. At this stage, too, a system of tender approvals for larger 
contracts was instigated, to ensure that these met with Trafalgar House 
divisional staff approval. 

Also of relevance in relation to treasury matters is the company’s 
requirement over the years for tender bonds issued by the banks, to 
guarantee potential clients against financial losses arising from the non- 
acceptance of tenders, and for performance bonds, taken from contractors as 
a security against damages arising from unsatisfactory performance of 
contracts. Tender bonds might typically be required for about five per cent 
of each overseas tender, lapsing on the award of contracts. If successful, 
Brown would be required to provide a performance bond for, say, ten per 
cent of the contract value, lapsing on or close to commissioning of works. 
A blanket parent company guarantee has been required since the earliest 
days for these bonds, which, if encashed, are repaid to the bank by the 
company, and in due course this came to involve Trafalgar House. 

The day-to-day financial operations at Clydebank have involved, from 
the beginning, an insistence that where possible each contract taken should 
result in a substantial down-payment and the bulk of the payment on 
shipment of the capital goods to site, with the balance payable on 
commissioning. When the business was predominantly an export one, this 
involved the Export Credits Guarantee Department in backing long-term 
bank finance for the customer, released to John Brown Engineering on 
shipment and repaid, typically, over 5—10 years. By the turn of the 1980s, 
the size of export contracts caused a shift away from 'Supplier Credit' to 
‘Buyer Credit’ arrangements. In either case the customer would benefit 
from a preferential loan interest rate, on a par with the lowest rate overseas 
competitors would charge. The banks received an interest supplement from 
ECGD to compensate them for the low rate, together with the credit 
insurance afforded by this body. Since its partial privatisation in 1993, 
Brown has also used ECGD's successor company, NCM, for short-term 
. business. Other aspects of the day-to-day treasury operations initially 
controlled from Clydebank but subsequently by central treasury have been 
the management of currency exposures connected with the receipt of 
contract revenues in currency and the payment of supplies to GE. Most of 
these have been handled through the forward markets. The increasing levels 
of UK sales have not required this type of action, but the assistance of 
Clydebank finance staff is often required in helping potential customers 
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obtain the equity and loan support they need to invest in Clydebank’s 
products and thus make to John Brown Engineering the progress payments 
essential to a positive cash flow. 

The financial contribution of John Brown Engineering to the John 
Brown plc Group and latterly to Trafalgar House is also worthy of 
consideration. Up to and including 1994, John Brown Engineering had 
contributed £72.5m of the £290.1m of taxed profits generated by the whole 
group since 1966, some 25 per cent, while its total assets have fluctuated 
from five to ten per cent of the total — a disproportionately high return. This 
takes no account, however, of the loss of £70.1m made in 1995, which 
contributed to a total John Brown group loss of £36.6m after tax. To 
summarise, the subsidiary was started with John Brown capital, has made a 
substantial contribution to group results until recently, and then required the 
help of group resources to sustain it. From a financial viewpoint alone, these 
facts demonstrate the mutual interdependence of groups and their 
constituent companies, even when a measure of financial autonomy has 
been given. 


VI. 


The human resources available to John Brown Engineering since its 
inception have played an indispensable part in its rise and progress. It will 
readily be seen that, on the manual side, the skills required for gas turbine 
construction are no different to those required for the manufacture of marine 
engines and the ancillary work that was increasingly done as the engine 
works was separated off from the shipyard. When on-site installation skills 
were called for, the more ambitious craftsmen were recruited internally. In 
terms of industrial relations, it would have been disastrous if the disruptions 
which Geddes had analysed and commented on had been perpetuated in tbe 
new business. He had identified up to 24 trades unions that might be 
involved in the building of a ship, ranging from the largest, the 
Amalgamated Society of Boilermakers, Shipwrights, Blacksmiths and 
Structural Workers, which accounted for about 33 per cent of shipyard 
workers alone, to organisations such as the National Union of Sheet Metal 
Workers and Coppersmiths (2.8 per cent), or the organisations representing 
finishing trades, such as French polishing, and which might only represent 
a tiny fraction of the workforce, but with the potential to stop a contract if 
on strike. 

An engineering company did not require any of the many finishing 
trades, and the number of unions and hence the potential for disruption was 
substantially reduced on the formation of the new company. The launch of 
the QE2 in 1967 also signalled the end of an era and a sense of realism to 
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the unions. In 1968, measured day work was being introduced at 
Clydebank, as a basis for output measurement and bonus schemes. A board 
minute of 12 March 1969 comments on the ‘responsible attitude being taken 
by the work force’, to whom a £10 quality and responsibility bonus had just 
been awarded. The 1970s were a period free of major disruption, the worst 
year being 1979/80, when 2.6 per cent of man-days were lost due to a 
national dispute.“ From that point onwards, days lost through strikes rapidly 
tailed off, aided, no doubt by the employment legislation introduced by the 
Thatcher government, which made it mandatory to hold secret ballots prior 
to industrial action. As far as wage levels are concerned, negotiations at 
Clydebank have always been influenced by developments at neighbouring 
engineering plants such as Babcock & Weir, and the maintenance of 
comparable wage levels has therefore been essential.“ 

On the staff side, the company has benefited from the industrial and 
educational heritage of Scotland, as it has sought to recruit the increasing 
numbers of professional/middle management staff it has needed over the 
period. In particular, large numbers of engineers have been required for 
design and production engineering posts, for work on sales and tendering 
and for project management. As the business has widened its scope of 
operations into the supply and installation of combined cycle and co- 
generation plants, little long-term difficulty has been experienced with 
recruitment. Of note in this regard is the increasing proportion of staff to 
hourly paid workers. In 1975, the proportion was 33 per cent. By 1985 it had 
risen to 49 per cent and in 1993 was 60 per cent” (see Table 3). 

During the mid-1980s, as trade union power weakened in the face of 
new legislation, rising unemployment and the decline of manufacturing, 
John Brown Engineering attempted to counter the difficult markets of these 
years by taking on a wide range of general engineering and contract work 
which included general fabrication. In order to help it compete, it 
negotiated, by the beginning of 1986, a ‘total flexibility’ labour agreement 
with the six unions represented at Clydebank, namely the AEU, the 
boilermakers’ GMBATU, the construction workers’ UCATT, the 
electricians’ EETPU and the two white-collar unions, ASTMS and TASS.“ 
Under this agreement, total flexibility across all trades was obtained, 
demarcation was abolished and staff and hourly paid inter-flexibility was 
achieved, these and other less important concessions being agreed to in 
return for a revised grading and wage structure which involved pay 
increases of 3-13 per cent for hourly paid and ten per cent for staff, which 
included consolidation of a 2% per cent bonus. 

A good index of the human resource situation at Clydebank is provided 
by an attitude survey conducted by consultants on behalf of the company in 
June 1991. Among its key findings were: a high level of satisfaction among 
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all classes of worker with John Brown Engineering as an employer, and 
general satisfaction with pay and benefits. Relations between shop stewards 
and management were perceived as good: a far cry from the shipyard days.” 


VII 


When John Brown & Company chose a board to manage its new Clydebank 
subsidiary in 1966, it took shape on predictable lines. The senior executives 
of the Clydebank engine works took up the directorships. George Strachan, 
who had been in charge of the engine works for many years and the 
counterpart of John Rannie jn the shipyard, was close to retirement, but 
became Executive Deputy Chairman. His son, Graham Strachan, a 
Cambridge engineering graduate who had served his apprenticeship in the 
shipyard and who had been a senior manager in the engine works, became 
Managing Director. Senior managers from within the business were also 
appointed as directors of finance and manufacturing, and a further two 
directors were appointed to take charge of all Sales and Estimating, and 
Design and Development and Drawing Offices, respectively.? The minutes 
from this period note that 'It is usual for John Brown & Co Ltd to appoint 
a member of its Board as Chairman of each of its main subsidiary 
companies', and accordingly Sir George Gardner, a distinguished academic 
as well as a main board member, was appointed to this post.” J.A.R. 
Staniforth, another main board member, also joined the board. In these ways 
three of the parent company's guiding principles were put into operation, a 
policy of internal succession, autonomous local control and at the same time 
the involvement of John Brown Group directors. 

At the end of 1968 George Strachan stood down from his executive post 
in favour of his son and, having seen the new business established by mid- 
1971, retired then. By this time it had become clear that the gas turbine side 
of the business required special attention, and an internal restructuring 
resulted in the Sales and Estimating and Design, Development and Drawing 
Office directorships being abandoned, the holders of these posts taking over 
the Industrial Turbine Division and the Marine and General Division. Each 
became responsible for sales, marketing and tendering. The volume of 
international tendering at this time was calling for greater managerial effort, 
and A.G. Gormly, an accountant, came in at this point from outside the 
group as Commercial Director, shortly to take over as Finance Director. 
Meanwhile, Charles Maclaren, Lord Aberconway, whose ancestors had led 
John Brown & Co. Ltd for generations, was planning to retire by the end of 
the decade.? The main board sought a successor for him in 1972. That year 
the selected candidate, John Mayhew-Saunders, a Cambridge-educated 
engineer/accountant, joined the main board from a large consultancy firm, 
and also began to attend the meetings of the new subsidiary as a director. 
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The Clydebank board ran more or less autonomously from the 
beginning. Predictably it concerned itself with high-level aspects of day-to- 
day operations such as the volume of orders, finance, contractual conditions 
and the pricing of tenders, contract progress and so forth. The company was 
relatively small, and much of the business was done on the basis of informal 
meetings and discussions between Clydebank-based directors. Its strategic 
policy was initially as has been indicated, to do as much engineering work 
of the kind it could handle at'a profitable price. It had the parent company's 
reassurance that it would back ‘whatever steps’ it decided to take. One of its 
earlier decisions, made in October 1968, was to get out of marine diesel 
manufacture, where competition had driven down prices, but it resolved to 
Stay in steam turbine production.” This decision effectively severed any 
substantive trading connections that it might have retained with the shipyard 
at Clydebank, which had just been absorbed into the ill-fated Upper Clyde 
Shipbuilders Ltd. Some ship machinery was built at this period, but after the 
QE2 was launched in 1967, no complete marine steam turbine was ever 
again built. By 1973, the board noted that ‘the general over-load situation 
appearing as a result of the gas-turbine work-load was making the effective 
pursuance of general engineering business rather difficult’, and it was 
allowed to decline. As will be observed from the non-export turnover of the 
late 1960s/early 1970s, it seldom accounted for more than 5—10 per cent, 
consisting mainly of compressor sales. 

Perhaps surprisingly in view of the above, a subsidiary, JBE Offshore 
Ltd, was formed in 1974 to carry out large-scale fabrication and general 
engineering work for the North Sea market. It was based at the nearby 
Rothesay Dock, and capital expenditure of £1m was made on facilities. By 
1977, the board minutes were noting 'the contrasting fortunes of the 
offshore and gas turbine businesses', and, indeed, the former was already in 
terminal decline, the general feeling being that market entry had been too 
late.^ However, as was noted earlier, substantial turbine business in the 
North Sea had at least been done. 

It 1s clear throughout that there bave been no grand or abstract strategies 
for the Brown Group over the period, and that the same has applied for John 
Brown Engineering. This is not surprising, in view of the savage 
vicissitudes in the world market for capital goods, which is at the mercy of 
economic and political fluctuations and is difficult to predict. The small 
strategic changes outlined above have resulted from adjustments of 
direction to take up slack or to exploit a perceived opportunity, or to retreat 
from such initiatives. Quinn and Mintzberg's description of this type of 
approach as 'logical incrementalism' seems an appropriate one for John 
Brown Engineering, all the more so since it was this very principle that had 
produced the original manufacturing agreement with GE in 1965 that 
proved so vital.” 
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GE has of course been dominant throughout the firm’s history, and the 
companies have continued to renew their joint manufacturing agreement at 
five-, six- or seven-year intervals. As well as enjoying great success through 
this, John Brown Engineering has benefited from the constantly improving 
technology of the gas turbine and from GE’s surveys and assessments of the 
world market place for GE-designed products. Often the technological 
changes initiated by GE have themselves had a strategic effect at 
Clydebank. As early as 1971, GE was busy pioneering ‘Stag’ (combined 
steam and gas turbine) power plants, later known as ‘combined-cycle’ 
installations and in due course built by Brown.” Technological advance 
created a market demand for these larger, integrated plants that would in due 
course call for an entirely different approach to marketing, finance, 
manufacturing and, in certain cases, a change of emphasis from the export 
to the home market. In the above ways, therefore, major strategic change 
has been forced on John Brown Engineering, while more minor alterations 
have been initiated locally. In short, the company has been market-led, but 
only where the market appeared to hold out hopes of profitable and 
compatible business. Sometimes, though, as in the case of the offshore 
business or water processing, the diversification was not successful. The 
latter venture was inspired by the privatisation of water in England in 1989. 
The company felt that its very considerable expertise in electronic control, 
developed initially in power station work and extended to co-generation 
applications, could be utilised in contracts for the upgrading of water 
quality, which involved the replacement of instrumentation. Civil works 
were also involved in these contracts, a substantial number of which were 
won in conjunction with sister Trafalgar House companies which had been 
approached by the Clydebank firm. As was noted, very substantial 
provisions had to be made for these contracts in the 1995 accounts. The 
precise reasons for the provisions and their exact extent are at the time of 
writing regarded by the company as commercially sensitive. Brown has 
now withdrawn from this business. 

In keeping with its evolutionary approach to strategic management, the 
company has from time to time adapted its managerial structure internally 
to keep pace with the requirements of the market. The demise of the Marine 
and General Division in the mid-1970s and the dropping of the Commercial 
Director's post at around the same time reflected changing perceptions of * 
need. At this stage a more or less stable structure, which still survives today, 
had developed (Figure 1). The Personnel function was given separate status 
in 1980, with the appointment of a separate Personnel Director. When he 
retired in 1995 at a time of retrenchment, his post was not renewed, and 
Personnel again reverted to the Manufacturing Director. In 1991, the 
Process Services Division was created with a separate director to handle the 
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water business, and this was closed down in 1995. Much of the detailed 
records have been lost, but Table 3 gives manning statistics at 
approximately three-yearly intervals. 

In parallel with the underlying realities of strategic direction and 
decision making at Clydebank, the management at group and subsequently 
at parent company level has restructured itself several times over the last 
few decades. In 1977, a two-tier board was formed at John Brown & Co. 
Ltd. A Board of Management (also known as John Brown Group 
Management) was headed up by Mayhew-Sanders and staffed with four 
other group directors, which included A.G. Gormly, who vacated his 
directorship at Clydebank and was replaced as Finance Director by R.A. 
McCabe.” The object of this board seems to have been to look in depth at 
the group's affairs, leaving more general or strategic matters to the main 
board. The older directors such as Aberconway and Sir Eric Mensforth at 
this stage 'took a back seat', and the next year Mayhew-Sanders succeeded 
Aberconway at main board level, as planned.* Under these management 
arrangements post-tax group profits rose gradually to £24.2m in 1981 but 
fell to £9.9m in 1982 and in 1983, a loss of £9.9m was incurred.? As has 
been noted above, the position worsened in the three succeeding years. 
‘Helter skelter’ expansion in the USA, notably the ill-advised acquisition of 
several plastics machinery companies, almost brought the group to its 
knees.” Mayhew-Sanders resigned in 1983, and as was noted earlier an 
abortive attempt was made to reduce debt and sell John Brown Engineering 
for about £60/£70m when Sir John Cuckney, the company doctor, came in 
as chairman, scrapping the two-tier board.” 

In 1984 Trafalgar House took a non-controlling stake of 29.9 per cent. 
A.G. Gormly took over as Brown’s Group Managing Director. Trafalgar 
House then went on to take a controlling interest in 1986 to consolidate its 
portfolio of ‘major turnkey projects’ with that of the Brown Group.” This 
resulted in the formation of Trafalgar House’s Construction and 
Engineering Group, into which the John Brown Group was absorbed, and of 
which Gormly became head. This new company took its place alongside 
Trafalgar’s shipping and property divisions. In 1992 construction and 
engineering split, with Gormly becoming Group Chief Executive of the 
whole of Trafalgar House. The aim was, where possible, to create synergies 
amongst the contracting businesses. These changing management structures 
have brought their own special characteristics: the original John Brown & 
Company style was that of the older holding company, which held the reins 
loosely, but took an interest in headline budgets, co-ordinated local 
borrowing arrangements and reviewed operations regularly, within a 
framework of almost complete local managerial autonomy. The two-tier 
board level of the Mayhew-Saunders period continued with this tradition, 
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but through the use of external consultants tried to bring sound practice in 
various areas to a uniform level across the group, one example of this being 
the introduction of Personnel Directors around 1980. 

The financial difficulties which took hold of the group from 1983 
onwards naturally called for the tighter control of treasury matters at the 
centre, as was mentioned, and the subsequent Trafalgar House period was 
characterised by a deeper level of involvement and review of budgets and 
performance at operating division level and a requirement that major 
tenders were submitted for approval. The main board of Trafalgar House, in 
contrast, reviewed the performance of each of the divisions as well as taking 
responsibility for overall group strategy, investment and divestment, and so 
on. While these statistical controls are bound to have led to a greater depth 
of accountability, the technological uniqueness of the Clydebank subsidiary, 
combined with its almost uniformly excellent trading performance up to 
1995, is likely to have spared it deep scrutiny and substantially preserved its 
autonomy up to this point. This must remain conjectural for the time being, 
since both Clydebank and corporate management are reluctant to discuss 
the more recent period in detail. The hostile share raid of 1992 which led to 
the ownership of Trafalgar House passing to Hong Kong Land came to roost 
in 1995, when, after three years of worsening losses at the combine, a new 
main board conducted a root-and-branch review of problems. Well ahead of 
the publication of the 1995 results, massive redundancies were co-ordinated 
across the combine from the centre, taking effect at Clydebank in the spring 
of 1995. 

Trafalgar’s difficulties seem to have arisen from the risky nature of 
contracting. The portfolio of major contracting businesses brought together 
in 1986 suffered from a major defect: if misfortune or mismanagement 
affects a number of contracts simultaneously, there is massive potential for 
terminal damage. This happened in 1995 at Sofresid (£57m loss), Davy 
(£85m loss) and John Brown Engineering (£71m loss), combining with a 
non-engineering loss at Cunard (£134m) to produce a group deficit of 
£32]m.9 A conglomerate which was widely believed by the City to have 
lost its way in 1995 confirmed the suspicion. 

As Kvaerner laid its well-publicised plans for the takeover of Trafalgar 
House, whose engineering assets it had long coveted, Trafalgar took radical 
steps intended to halt the decline. A new management team under a new 
chief executive was appointed, initiating 'a searching appraisal of contract 
risks’.“ This has resulted, at John Brown Engineering, in refocusing effort 
on ‘lower risk supply contracts for gas turbines, an area of activity that has 
historically been profitable’ .% Trafalgar House management recognised that 
‘greater discipline in contract appraisal and in contract execution’ were 
required, their absence having been a major cause of losses within the 
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combine. All tenders for contracts above £40m were to be reviewed by the 
main board, and a formula for the definition of acceptable margins, suitable 
contingencies and limits on potential liabilities has been laid down.“ 
Questions must still be asked as to whether or not these actions are 
sufficient to cater for the inherent volatility of the portfolio of businesses 
that was brought together in 1986. The expectation of substantial synergies, 
on which the Trafalgar takeover of the Brown group was predicated, has not 
yet been fulfilled, and for these reasons the new owner, Kvaerner, may well 
face daunting problems. 


Vill 


In conclusion, a summary of the substantive reasons: for the emergence, 
survival and progress of John Brown Engineering is called for. Ignoring the 
obvious matter of the existence of markets and broadly supportive 
economic conditions, and taking as read the basic factors dealt with above, 
the principal cause must surely be the almost fortuitous (from Brown’s side) 
technological and commercial tie-up with GE. As has been noted, this was 
the mainspring of growth, providing instant entry to growing international 
markets through a developing technology it shared with a ‘family’ of 
companies linked to GE by similar agreements. In return, together with the 
family of GE associates, it relieved GE of major international contracting 
risks and responsibilities. The arrangement was no ‘cosy cartel’, since the 
family competed with each other, as well as with non-GE companies. 
Arrangements such as this are too little understood, notwithstanding the 
immense benefits they bring to world prosperity and trade. 

As the shared technology advanced to encompass larger types of project, 
it produced essential internal change at John Brown Engineering that was 
both strategic and tactical, its distinguishing characteristic being that it was 
enforced from without by a market that immediately embraced it. There are 
parallels here with the computer industry, where failure to innovate or 
respond radically to a technologically driven market results in corporate 
death. To the firm's credit, it recognised the inevitable. 

The second critical element has been the company’s membership of a 
group, and then of a huge conglomerate. This, as has been shown, has been 
a mixed blessing. John Brown & Co. Ltd gave the firm life, and nourished 
it with a modest capital. As it prospered, it became a main source of mutual 
corporate strength in an environment where the building of the world’s 
infrastructure brought large technical and commercial risks. Since the early 
1980s, the company has on one occasion been seen by those who controlled 
it as an asset to be disposed of, had a buyer been available, and latterly as a 
potential source of synergistic activity in conjunction with sister companies 


JOHN BROWN ENGINEERING, 1996-97 133 


in a huge combine which has supported its recent heavy losses. Hindsight 
perhaps suggests that the firm did exceptionally well as a virtually 
autonomous component of a much smaller engineering group. Such 
speculations ignore the generally simpler technological and market 
conditions of the John Brown period and take no account of the fact that 
Trafalgar House was the only interested party when the Brown group hit 
serious problems. It would perhaps have been better if a large combine with 
a more balanced and stable portfolio of businesses had absorbed the John 
Brown group, but this was not to be. Whether or not the Clydebank firm's 
future is any more promising under Kvaerner, another heavy engineering- 
oriented combine, remains to be seen. 
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JOAN LANE, Apprenticeship in England, 1600-1914 (London: UCL Press, 1996. Pp.ix 
+ 308; illus. H/back ISBN 1 85728 249 3, £40). 


I did not know, until I read this informative book, that according to the National Truss 
Society Report for 1842, about a tenth of all British workers then had hernias. This 
puts quite a different complexion on the mid-Victonan boom, and is but one of several 
diverting snippets to be gleaned from the first major study of apprenticeship to appear 
since 1912. 

Dr Lane's book originated in a 1977 Birmingham thesis and the transition is not 
always smooth. ‘Recent’ 1s hardly a legitimate description of works published in the 
1960s and 1970s: conversely, important later material bas apparently not been 
incorporated, for example on watch-making, the midlands metal industries, and the 
professions. More seriously, the title is misleading. This is a study concerned mainly, 
as was the original dissertation, with apprentice life in Warwickshire up to the 1830s. 
It does not, as the title might imply, engage with the now voluminous literature on the 
labour process. Nor would anyone unfamiliar with British history grasp from this book 
that apprenticeship was preserved, most significantly, through the trade unions, while 
the decline of its earlier mentors, the guilds, 1s barely discussed. 

That the reader does not get exactly what the title promises is more likely the fault 
of the publisher than Dr Lane, however, who sketches in the pertinent legal framework 
and follows with a brisk survey of apprentice life. Thus covers the choice of 
occupation, the terms and conditions of apprenüceship, education, training, work, 
leisure, cancelled indentures, and the transition to mastership, as well as a discussion 
of apprenüceship in the service, professional, productive, and textile sectors of the 
economy. This does make for a certain amount of repetition and even tnteness. There 
is nothing particularly significant about apprentices flying kites; nor 1s it surprising 
that bricklayers should be concentrated in areas where building styles favoured the use 
of brick. It may well be possible to get an impression of what an apprentice looked like 
by reading press descriptions of absconders — but to what purpose? It is difficult to 
know what to make of all this, the more so because the chronological span 1s so wide. 
The discussion of leisure, for instance, jumps from a Norwich weaver in 1556 to early 
twentieth-century initiation rites, via a factory apprentice of 1795. 

Yet the sum ıs probably greater than the parts. On the positive side, the book is well 
written and highly readable. The discussion of occupational choice is interesting 
because it reveals signs in the sixteenth century of concerns with status and long-term 
Job security, both alleged causes of modern labour market inflexibility. We are usefully 
reminded that appreaticeship was by no means confined to charity and pauper 
children, although the surviving evidence relates predominantly to these latter 
categories. Dr Lane also disposes effectively of the myth that pauper children were 
generally sent to work far from their home parishes. 

For business historians the main interest is provided by the discussions of pre- 
industrial methods of labour recruitment and training. Labour histonans will also pick 
up much interesting detail about the realities of working life. Industrialising England 
appears to have been populated largely by adolescents whose health was adversely 
affected by their employment: chronically short of breath and bleary eyed (dust), 
colicy (lead), sometimes green-haired (brass) or deaf, often stooped (particularly shoe 
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makers), and raw-skinned (nitric acid) — not to mention the ruptures. Small wonder 
that in less than three per cent of a sample of cancelled 1ndentures the cause should 
have been improper sexual advances made by employers to their apprentices: in about 
a third of the cases the masters had — quite understandably — simply run away. 


The Queen's University of Belfast KENNETH D. BROWN 


RICHARD SAVILLE, Bank of Scotland: A History, 1695-1995 (Edinburgh: Edinburgh 
University Press, 1996 Pp.xxxv + 1089, illus.; map. ISBN 07486 0757, 9, £50). 


The Bank of Scotland is the oldest commercial bank in the United Kingdom; it was 
founded with an explicit political agenda, during a particularly unpropitious period for 
commercial enterprises, and was saddled with the burden of a prominent ‘public and 
national’ purpose. That it has survived despite these beginnings is perhaps surprising, 
but throughout this commissioned history, published to celebrate the Bank’s 
tercentenary, Richard Saville has taken care to argue that the Bank’s close alignment 
of its own interests with those of the Scottish economy has been a significant strength 
rather than a weakness. He lends powerful support to the argument that the well-being 
of a bank and its host economy are connected symbiotically, and the book itself 
reflects this position. Far from being satisfied with a history of the bank with which he 
was most concemed, Saville has produced in a single volume a history of banking in 
Scotland to rival that of Checkland and an analysis of the Scottish economy over the 
past 300 years which will sit beside those of Lenman, Smout and Slaven. This is 
precisely what those who conceived the history wanted, and they, as well as the author, 
should be congratulated for adopting a broader approach than is usual for celebratory 
histories. Indeed, the only portrait of a former Governor to appear 1n the book relates 
to Viscount Melville's impeachment before the House of Lords in 1806. 

Each of the three centuries is given approximately equal weight in this massive 
volume and ın each the bank 1s placed in the wider milieu of Scottish economy and 
society. Thus, in the eighteenth century, the welfare of the Bank was intimately related 
to the turbulent political conditions of the pre- and post-Union penod. The Bank 
learned the benefits of cautious lending in the crisis of 1704—5 and by the time the 
Royal Bank of Scotland was granted a Charter in 1727, it had established the deposit 
system and its notes were widely accepted throughout the country. The Royal Bank 
was established as a political as much as a commercial. challenge to the Bank, but it 18 
remarkable how quickly the fierce nvalry between the two was replaced by an 
acceptance of their joint responsibility for the economic well-being of the country and 
a willingness to work together to help ensure commercial stability. In the nineteenth 
century the enormous expansion of the Scotush economy was murrored in the growth 
of the banking system It was in this period that the differences between the Scottish 
and English approaches were most often remarked upon; in the crisis of 1825—26, 
before the Select Committee on Banks of Issue in 1840—41, in the discussions relating 
to the Bank Charter Acts of 1844—45, and in the aftermath of 1857 and 1878. Note 
issue, joint-stock organisation, close relations with customers and the Scots’ 
willingness to act together were the main distinguishing features of the system. They 
were to remain so even during the twentieth century, when contraction of heavy 
industries of steel, coal and shipbuilding, and expansion of new sectors such as the oil 
and electronics. industries required flexible and imaginative responses from the 
nation's bankers. The high degree of sensitivity to their customers’ needs, as well as 


BOOK REVIEWS 137 


to the public and politcal opinion, which occasionally regarded them as 
representatives of a distinct Scottish economy in a hostile climate, 1s examined with 
forensic thoroughness. Saville’s account of the role of the Bank of Scotland in 
preventing the takeover of the Royal Bank in 1979-81 is both surprising and 
convincing. 

This book 18 a work of history of the very highest standard. The text is detailed, 
exhaustive and yet easy to read. The appendices and statistical tables are useful and 
contain much newly available data. Not the least of the services it provides is that no 
student should now be able to claim that Bills of Exchange or the currency controversy 
remain a mystery to them. There are, however, a number of issues which are not 
discussed; much 1s made of the role of the Agreements and Understandings between 
the Scottish banks, and particularly of the General Manager's Committee in setting the 
parameters of competition between them, yet the question of cartelisation or restrictive 
practice (and the costs they may have imposed on customers) is never explicitly 
addressed. In a similar vein, while attention is given to important organisational 
changes throughout the Bank's history, there is no detailed analysis of the structures 
adopted. Readers will look in vain for organisational charts, as they will for the usual 
chapters on the changing nature of bank employment. Saville has chosen to interpret 
his wider canvas as the banking and economic history of Scotland rather than the 
business and financial history of banking. This is perfectly defensible, and in any case 
to ask anything more from a book which weighs almost as much as it costs would be 
greedy in the extreme. 


University of Glasgow DUNCAN M. ROSS 


ELIZABETH C. SANDERSON, Women and Work in Eighteenth Century Edinburgh 
(London: Macmillan Press, 1996. Pp.xh + 236. H/back ISBN 0 33 64558 8, £40). 


This is a clearly articulated empirical account, untrammelled by theory, of the 
experience of women in work outside the home. A particular focus is on the nature of 
women's ownership of business and their engagement 1n entrepreneurial activity both 
as independent entities and within the context of marriage and family. 

The first substantive chapter deals with the retail trades. The legal background is 
sketched in detail and the author demonstrates the close relationship between burgh 
government and the granting of rights to trade. As in other areas of well-paid work for 
women, many of the participants were from relatively privileged backgrounds — some, 
indeed, were described as 'gentlewomen' — and access to retail opportunities was often 
based on the exploitation of family connections. The second chapter is concerned with 
servicing the basic aspects of life — providing shelter, dealing with ill-health and finally 
dealing with the commercial aspects of death. These were always major areas of paid 
employment for women, with cunously profitable niches available for those 
entrepreneurs with an cye to the market, notably in the provision of grave clothes. 

Single women and independence forms the subject of the next chapter, which 
seeks to establish that through the possesmon of skilis that had little to do with 
domestic tasks, women were able to generate an income and live by their own 
resources. Major stress 1s given to the existence of a positive culture of independence 
among single women — living alone, handling their own affairs and not regarded by 
contemporanes as social marginals. This appears to be a characteristic of life in 
Scotland when compared with England, though why it was so 1s not explained. A 
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different range of occupations for married women and the ways in which these allowed 
women to support their husbands and families while marned, or sustain their families 
alone when widowed, are next considered. One of the most interesting was that of the 
'rouping' (auction) woman — a' critical figure in the vast second-hand market for 
domestic goods and textiles that was so typical of large towns in the eighteenth 
century. A final chapter deals with the character and impact of poverty among working 
women and there are several case-study appendices detailing wornen entrepreneurs 
and their activities. 

Taken as a whole, this is a useful survey, representing a thorough account.of a 
theme that has in the past been subject to interpretations that are excessively 
influenced by notions of the immutability of the domestic sphere. But, while the 
information available for understanding women in work and business is vast, 1t 1s also 
uneven. There 1s clearly a great deal of activity taking place, giving nse to the obvious 
conclusion that women's involved in work and business was so commonplace as to be 
considered normal by contemporaries, yet we gain no idea of how important this was 
for the local or national economy. One of the problems of this study 1s that it 1s too 
anecdotal and myopic. Work is a phenomenon with cultural, familial and economic 
implications — but none of these are considered in depth. Scotland was distinct from 
England and Edinburgh was a particular type of city — large by eighteenth-century 
standards, a deposed capital with a relatively rich population and an extensive trade in 
foodstuffs, basic manufactures and luxury goods. Yet the specific nature of the country 
and the city and the ways in which these might have provided unique opportunities for 
women's work and entrepreneurship are not considered. The absence of a strong 
interpretative framework marred the end result, but the details are interesting and 
certainly worth reading. 


University of Edinburgh STANA NENADIC 


BRUCE G. CARRUTHERS, City of Capital: Politics and Markets in the English Financial 
Revolution (Princeton, NJ: Princeton University Press, 1996. Pp.xiv + 303. H/back 
ISBN 0 691 044554, $30). 


With at least three potential audiences, the author has set himself a difficult task with 
this book. As a Professor of Sociology he is confronting economists with a specialised 
study ın late-Stuart financial history. Its context 1s the most intensive evolutionary 
phase of England's ‘Financial Revolution’ between 1672 and 1712; its theme 1s the 
character of the consequent financial market for stocks and shares, and its 
methodology is a rigorous socio-economic analysis of investment cboice and market 
behaviour Among the questions it seeks to answer are, how far did such behaviour in 
the early-modern London stock market reflect economic rationality? 

From the outset, Professor Carruthers makes it clear that he is sceptical of any 
purely economic analysis of market behaviour, based on simple assumptions of 
impersonal, ‘rational’ choice. He follows those who argue that economic relationship 
are embedded in social relationships, and that one cannot understand economic 
behaviour outside of its social context. 'I believe that sociologists can offer important 
insights into economic phenomena’ (p.7). 

From this unexceptionable manifesto he moves on to assertions which few 
histonans will want to challenge. that this was an epoch of unique financial 
innovation, significant institutional growth and intensive political strife, and 1n order 
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to prove his point to his economist and sociologist readers he is committed to more 
than one chapter sketching the political, constitutional and administrative history of 
the period in terms which may not entirely satisfy historians. Yet they would be wise 
to persevere. Professor Carruthers has worked into his necessanly second-hand 
summary some valuable onginal work, including a fresh analysis of the investing 
community caught up in the Stop of the Exchequer 1n 1672. But the heart of the book 
is reserved for chapters five to seven. Here he takes up his argument with Douglass 
North and ‘the New Economic Institutionalists’ whose own brand of constructive 
scepticism about ‘pure’ market behaviour fails (he believes) to go far enough in 
recognising the full range of political factors which qualified economic choice. He 
cites the evolution of the great joint-stock companies of late seventeenth-century 
England and their intimate involvement in the growth of the historic Whig and Tory 
parties and, to justify his criticisms, goes on to present analyses of political affiliation 
among the shareholders of the Bank of England and the United East India Company 
which usefully extend those pioneered by Gary De Krey. Chapter seven clinches his 
thesis with a series of studies 1nto statistical correlations between Whig/Tory affiliation 
and the share-prices, share-holdings and share transactions of the major joint-stock 
companies. His findings are not wholly surpnsing: professional dealers behaved 
professionally and impersonally, but politically-motivated market behaviour is 
discernible particularly in East India Company dealing and endogamy characterises 
the patterns of choices made by the two most prominent ethnic-religious groups 
present in the London money market, the Huguenots and the Jews. However, these and 
other assessments are rigorously pursued and convincingly presented in an account 
which ıs always refreshingly clear and uncluttered by jargon. It is also founded ın a 
thorough reading of the secondary literature and much solid work among the primary 
records of the period. There is an excellent bibliography. 

It is hard to judge which of his audiences will be most profitably enlightened by 
Carruthers’ thesis. He addressed controversial challenges to several transatlantic 
practitioners of economic and sociological theory, but British historians will recognize 
in this book a painstaking, sometimes original and always stimulating contribution to 
studies in the growth of tbe early-modern state in general and the evolution of the 
British financial system in particular. 


King's College, London H.G. ROSEVEARE 


NEGLEY HARTE and RONALD QUINAULT (eds.), Land and Society in Britain 1700-1914: 
Essays in Honour of EM.L. Thompson (Manchester: Manchester University Press, 
1996. Pp.xvi + 255. H/back ISBN 0 7190 3413 2, £45). 


This festschrift honours a truly great scholar. His influence has rubbed off on a 
multitude of fellow scholars, such that the list of those who could have been invited to 
contribute to this volume is almost certainly as notable as those who actually were 
invited. The chosen few therefore have a double difficult task, not only to honour the 
man but also to do justice to the queue of those who were left out. Do the contributors 
nse to this difficult task? 

The theme of the book embodies the familiar Michael Thompson theme of Landed 
Society, but within the more all-embracing Land and Society. The volume opens with 
Corfield's wide-ranging essay on the historical development of the term 'Gentlemen'. 
In particular she brings out the way the term has changed in a social sense, including 


140 BUSINESS HISTORY 


questions of status and class, and the influence the emerging commercial economy had 
on the tags we add to names. In his essay on the Servants Tax of 1777 Chartres uses 
the Wilson/Callaghan Selective Employment Tax of 1966 as the initial spnngboard for 
his ideas, but not 1n the context of any attempt to adjust the labour market by shaking 
out employment from the service sector. Perhaps the proponents of the Tax never had 
that 1n mind but if alternatively it was a revenue-bearing tax it must be counted as 
something of a failure. Collins’ essay on the development of the hand tools industry 1n 
agriculture might have wider appeal to business historians, uncovering as 1 does the 
complex development of this particular commercial sector. Offer’s contnbution 
develops further his ideas on land as a positional good, and the frailties this exposed 
1n the late nineteenth century when competition from the agriculture of other countries 
was at its height. Rubinstein’s easay revisits the question of whether to any great extent 
nineteenth-century businessmen and industrialists purchased land with their new- 
found wealth. He reaffirms his view that this was not the case. One of his opponents 
over the years had been Michael Thompson. This essay in honour of Thompson 
suitably recognises a worthy opponent, but it also steadfastly reinforces an 
unshakeable position Clarke and Langford produce an essay on Suffolk and the 
Liberal extension of the franchise in 1884-85 which under the category of 
householders included Hodge, the agricultural labourer, for the first time. The result 
seems to have been to engineer a Liberal breakthrough at the first available election in 
what had traditionally been a solidly Conservative county. The political theme is 
continued in Daunton’s essay on the political economy of death duties — a tricky issue 
for landed wealth over the last century. While the main focus 1s on Sir. William 
Harcourt's budget of 1894, the essay also skilfully traverses late nineteenth-century 
budgetary reform ın general, including the issue of taxing the unearned increment from 
land which was embodied in the Lloyd George reforms of 1909. Spring’s essay brings 
the volume firmly into the twentieth century ın discussing political extremism in the 
Conservative party, as seen through the politics of two prominent landed politicians, 
Willoughby de Broke and Walter Long In their separate ways they both strongly 
supported Carson and the cause of Ulster Unionism. Spring’s conclusion is a question. 
Were the activities of these two, amongst other supporters of the Covenant, in bringing 
the British Government to the verge of collapse, ‘the last demonstration of landed 
political strength?’ Quinault’s contribution is on the unlikely combination of the game 
of golf and late Victorian and Edwardian politics in which a succession of prime 
minister and party leaders spent a long time on the links and away from affairs of state. 
Though Quinault explores briefly the changing social ethos of the age through the 
popularity of golf, perhaps something deeper could have been developed on the 
possible trade-off between Britain's declining 1ndustrial spirit and the British love of 
games. In the final essay Cannadine analyses the changing attitudes of the landed 
classes to successive revolutions in transport — the mobility of the nobility. The inital 
disdain shown for the intrusion of the railways is replaced by the enjoyment of the 
super profits which could be made by selling land to the railway companies, the 
enhancement of agricultural and mineral-derived incomes which better transports 
services provided, and the opportunities for investment and power which were created 
The story further develops with the coming of the more intrusive motor car, and finally 
with the appearance of the aeroplane. 

A book of essays 1s easy enough to review 1f a description of its contents alone ts 
required. But the essential question is to wonder which of them will stand the test of 
time If any of the essays in this book match the shelf life of almost anything Michael 
Thompson has produced then they will have done very well indeed. All of the essays 
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have a certain entertainment value, but I doubt very much if any of them, other than 
those by Daunton and Spring, will travel very far, though Rubinstein's will canter 
fitfully for some while yet. 


University of Hull MICHAEL TURNER 


MICHAEL HUBERMAN, Escape from the Market: Negotiating Work in Lancashire 
(Cambridge: Cambridge University Press, 1996. Pp.xviii + 222. H/back ISBN 0 521 
56151 5, £35). 


This study returns to ground well worked by economic historians, the early nineteenth- 
century cotton industry in Lancashire. It offers a new approach to what the author calls 
a neglected corner of the industry through the exploration of a variant of the efficiency 
wage model, the fair wage model. This provides the framework for an explanation of 
the evolution of the labour market in the industry from reliance on market forces at the 
beginning of tbe nineteenth century to collusive regulation by 1850. 

The three chapters in Part I explore the cotton labour market in the first half of the 
nineteenth century in terms of principal/agent theories which emphasise the problems 
of monitonng and control of work effort. The single chapter in Part II explores the 
efficiency wage model, and the fair wage variant. The three chapters which constitute 
Part III apply this model to formulate an explanation of how the labour market worked 
in the industry. The argument distinguishes between three types of labour market in the 
industry relating respectively to large and small urban firms and rural manufacturers. 
In the urban areas, it 1s argued, employers relied on the threat of dismissal to break 
down customary work habits while paternalism sufficed in relatively isolated rural 
areas. From this classification emerges the thesis that within this segmented market the 
largest urban firms paid their workers fair wages in order to retain their loyalty and 
effort. Given that wages were thus effectively fixed, such employers had to respond to 
a downturn in the trade cycle by imposing short-time working or even declaring 
redundancies Those with less service to the company were the first to be laid off or 
put on short-time working, while tbe security of the longer established workers marked 
another strand in the implicit fair wage bargain. In the rural areas, workers with few 
alternative sources of work faced lower wage rates because they had less bargaining 
power with which to secure a fair wage. 

This volume covers a substantial literature ranging from modern economic theory, 
in a variety of its manifestations, to the record on the early cotton industry, so that 
familiar names like Horrocks, Ashworth and M'Connel & Kennedy all appear. The 
explanation which emerges does not seem very radical, especially as the assumption 
that labour markets in 1800 conformed to the charactenstics of perfect compettion, 
hecessary to sustain the view that a large measure of change had been achieved by 
1850, seems highly questionable. The study follows clearly in the tradition of the 
pioneenng work of Lazonick although, focusing on an earlier period of history, it 
cannot produce the weight of evidence which the latter’s work was able to offer. 
Indeed, the impression is often conveyed that the dearth of evidence means that 
excessive pressure 15 placed on what information does exist. The well-thumbed 
M’Connel & Kennedy records are used, for example, to test how effective piece-rate 
workers were ш seeking to impose restrictions on output, but the information available 
confined this investigation to a five-year period. 

The widespread familiarity of the limited documentary evidence for the early 
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cotton цягу, and the fact that it has been reinterpreted extensively by successive 
generations of economists and historians, restricts its capacity to yield novelty. It is 
clear that considerable effort has been invested in producing this study and that 
modern theoretical notions such as principal/agent theory and efficiency wage models 
can illuminate historical as well as contemporary problems. In that context, the study 
can claim some success. Perhaps even the driest orange can be made to yield a little 
additional juice. 


University of Aberdeen CLIVE Н. LES 


T.A. LEE (ed), Shaping the Accountancy Profession: The Story of Three Scottish 
Pioneers (New York and London: Garland Publishing Inc., 1996. Pp.xxtli + 240. 
H/back ISBN 0 8153 2269 0, $40). 


Tom Lee is as well known for his historical researches into the socialisation of the 
accountancy profession, as for his research into accounting theory and his advocacy of 
cash-flow reporting in particular. This book brings together the blographies of George 
Auldjo Jamieson, Alexander Sloan and Richard Brown whose periods of professional 
activity cover the year 1853 to 1927. It is also a memorial to the work of Anna Dunlop, 
a former editor of the Accountants’ Magaune and Keeper of the Antiquarian 
‘ Collection of the Institute of Chartered Accountants of Scotland, a collection which is 
now on permanent loan to the National Library of Scotland. 

The individual biographies are meticulously prepared, but perhaps suffer from 
excess detal] and, dare I say it, ‘ordinariness’ in respect of some of the business 
personal and social activities described. I have my own copy of Brown's A History of 
Accounting and Accountants (Edinburgh: Jack 1905),. so I was not uninterested in 
Brown’s biography (Lee’s contribution to the collection), but I am doubtful that the 
work would have wide appeal, beyond the interests of a few specialists in Scottish 
accounting history. 

A broadly equivalent text, but dealing with English accountants of a longer 
historical period, is J. Kitchen and R.H. Parker, Accounting Thought and Education: 
Six English Pioneers, (London Institute of Chartered Accountants in England and 
Wales, 1980. Pp.vii + 120, ISBN 0 85291 267 6). Published by the Institute to 
commemorate 1ts centenary, the Kitchen and Parker text 1s more useful to my mind 
than Lee's because it concentrates more precisely on contributions made to the 
technical development and exposition of accounting. Lee's book is likely to be of 
lesser immediacy to the general reader 


Lancaster University J.R. MACE 


DAVID EDGERTON, Science, Technology and the British Industrial Decline, 1870-1970 
(Cambridge: Cambridge University Press, 1996  Pp.viii + 88; tables. H/back ISBN 0 
521 571278, £10.95; p/back ISBN 0 521 57778 0, £6.25). 


The main value of this recent edition to this popular series lies ın 115 coverage of the 
relationship between science and industry, especially in terms of the history of 
industrial research and development, a subject on which the author is an acknowledged 
authority. Information is drawn together — and much of its usefully presented in tabular 


BOOK REVIEWS 143 


form — which corrects the bias in some of the general literature that plays down British 
efforts in this area. There is, too, a comprehensive bibliography. There, are, 
nevertheless, problems with this book that unfortunately will affect its use as a 
student text. 

The link between the development of science and technology and industrial 
decline is not effectively made. It is one thing to focus on invention and research and 
development in British industry but quite another thing to relate this to the much 
broader and more complex issue of business and industrial performance. Edgerton 
tries to finesse the connection between the two levels of analysis by emphasising what 
he sees as the major contribution to the debate on Britain's comparative economic 
performance made by neoclassical analysts with strong quantitative historical 
leanings. Such an approach is not only analytically uncritical on its own terms but it 
also commits the sin of inadequate attention to the evidence which the author is not 
slow to decry in others. Choice of technique, the rate of technical diffusion, industrial 
efficiency and an analysis of the manner in which these determine economic 
performance involves much more than the relationship of scientists and’ engineers to 
industry and to levels of expenditure on research and development. Edgerton is not 
unaware of the multi-dimensional nature of the problem but the contrast between the 
sharpness of his focus on science and technology per se and the somewhat diffuse and 
sketchy discussion of ‘decline’ results in an unbalanced survey which students may 
well find difficult to follow. And at times things are complicated by imprecise 
economic analysis. For example, in discussing the relationship between market 
demand and technical change, Edgerton takes no account of the significance of the 
possibility of demand being met by import penetration. Correspondingly, some of the 
definitions in the glossary are perhaps not as clear as they might be. And some of the 
comparative analysis could have been more tightly drawn. When illustrating the claim 
that differences in economic performance are not directly linked to technical 
education, Edgerton compares the greater commitment to higher education 1n Scotland 
than was the case in England in the twentieth century, whereas the latter outperformed 
the former economically. But such a comparison completely ignores the migration of 
skilled labour, and Scottish engineers have been much in evidence in English industry. 

In sum, within the limited compass of 69 pages of text, Edgerton has addressed too 
many issues and covered too long a period. Tbe pity is that what the student might gain 
in understanding of the development of research and development and British 
inventiveness may well be lost 1n the concomitant noise of other debates. 


University of Bristol B.W.E. ALFORD 


DAVID MONOD, Store Wars: Shopkeepers and the Culture of Mass Marketing, 
1890—1939 (Toronto: University of Toronto Press, 1996. Pp.viii + 438. H/back ISBN 
0 8020 0650 7, £41.00; p/back ISBN 0 8020 7604 1, £16.95). 


This is an exceptional book Bold in its scope, meticulous in its research, imaginative 
in its use of evidence and subtle ın its arguments, ıt transforms our understanding of 
late nineteenth and early twentieth-century Canadian retailing, and contributes 
powerfully to broader debates concerning the existence, structure and attitudes of the 
petite bourgeoisie. It provides, it ıs explained, ‘a critical exploration of an 
interpretation that has become an axiom’, ‘the idea that lower-middle-class people 
were spiteful conservatives unable to adjust to the modern world’ (p.13). 
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It 1s a view that Monod challenges by examining the ways in which independent 
retailers in the world’s largest country adapted economically, culturally and politically 
to the demands of the emerging mass market. They did s0, it seems, with considerable 
success. Naturally, there was no single, unified response: Monod shows in a telling 
display of the ‘linguistic turn’ that although Canadian shopkeepers shared a common 
cultural inheritance, the use which they made of this inheritance reflected and 
perpetuated, rather than challenged the economic, ethnic, gender and class 
characteristics that divided them. Indeed, he demonstrates that these divisions widened 
in the 1920s and 1930s as the more substantial, financially secure retailers responded 
to the mass market by emulating the practices of the chains and department stores, 
banding together in organisations like the Retail Merchants’ Association, and 
supporting populist politicians who advocated the restoration of a society based оп 
petty property and decentralised authonty. Yet it is easy, Monod contends, to 
misunderstand retailers’ support for the populist cause, and so exaggerate the scale, 
coherence and significance of lower middle-class anti-modernism in the years between 
the wars. 

These are important arguments, propounded with perception, passion and power. 
However, the study 1s not without certain limitations. It is a touch overwritten, and 
would probably be more convincing still 1f ıt were 30 to 40 pages shorter. Nor does 
Monod deal entirely successfully with one of the difficulties facing all those seeking 
to unravel developments in a country as cast and heterogeneous as Canada: although 
he explains on several occasions that he has found it necessary to concentrate upon 
developments in the central province of Ontario, he might have discussed more fully 
the implications this has for the broader applicability of the arguments being 
presented. It would be helpful, too, if 1t were possible to explore more systematically 
one of the difficulties that confronts virtually all business historians no matter which 
country they are studying. For it 1s a commonplace that it is nearly always the most 
successful and most active entrepreneurs who leave the fullest records, and, as Monod 
makes clear at the outset, this is a study which - like many others — focuses upon the 
minority of male, native, middle-class activists who kept records, joined retailer 
organisations and involved themselves in political activity. It is a difficulty which 
looms particularly large when attemptng, as here, to unravel the reactions of a lower 
middle class which encompassed, in Monod's words, both mainstreet and backstreet. 

However, ıt would be quite unwarranted to end this review on any sort of critical 
note. This is a fascinating, sophisticated and convincing book. It should be —'and no 
doubt will be — compulsory reading for all those interested 1n retailing, 1n Canada and 
in the petite bourgeoisie. 


University of Wolverhampton JOHN BENSON 


RICHARD COOPEY and NICHOLAS WOODWARD (eds.), Britain in the 1970s: The Troubled 
Economy (London: UCL Press, Pp.vi + 296. H/back ISBN 1 85728 246 9, £35; 
p/back ISBN 85728 247 7, £14.99). 


This is a fine collection of essays on Bntish performance and economic policy during 
the crisis decade of the 1970s, a period when the economy was subjected to significant 
external shocks and experienced high rates of inflation, growing unemployment, and 
a sea-change in policy. There are 12 chapters in all. Three of them are more or less 
free-standing. These are Gourvish on ‘mergers’, Schenk on the ‘Common Market’, 
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and Hartley on the ‘defence economy’. The rest form a cohesive collect centred on a 
common subject-matter and common argument. In the first chapter the editors provide 
an overview, with a concise summary of changes in the international economy and the 
impact on Britain. Their argument is that Bntsh institutions, established economic 
arrangements and policy were all relatively slow to adapt and this inflexibility acted 
as a drag on growth. The thrust of their survey of policy 1s the switch away from 
Keynesianism towards supply-side economics. The chapters by Porter and Thompson 
go through similar material, though the respective emphases are on the political 
implications of the growing acceptance of clear limits to government influence over 
economic performance, and the role of economic theory on the switch in policy. Crafts 
reiterates his case that low British growth was a result of supply-side weaknesses — 
poor management, poor industrial relations, poor policy, and inadequate investment in 
human and other capital — with institutional weaknesses playing an important role. 
Schulze and Woodward on the causes of rapid inflation point to a mixture of demand 
and supply factors, laying greatest emphasis on the strength of the trade unions and the 
continuation of accommodating Keynesian policies that gave priority to maintaining 
high employment rates In a separate chapter, Woodward examines ‘the retreat from 
full employment' and uses international comparisons to argue that high wage pressure 
in the UK was a critical factor. Tweedale and Tomlinson deal with industrial change, 
with the latter providing a fine survey of the failure of corporatism to provide a 
realistic political solution during the decade. 

From this collection of chapters, two strong conclusions emerge — they are not 
novel, but that does not mean they are not correct. The first, 1s that political parties 
fail(ed) to stick to their convictions and that flexibility and compromise were 
especially damaging when applied to supply-side policies (for example, reform of 
industrial relations). The second conclusion is that there was serious failure on the 
supply-side of tbe Bntish economy and the list of weaknesses included management, 
financial institutions, poor labour training, and faulty 1ndustrial relations. Trade unions 
and politicians from both major parties particularly come in for a bashing. Even if the 
analysis is correct, 1t 18 1ncumbent upon historians to handle hindsight with care and 
not to be too scathing of contemporaries. In sum, then, the arguments of the book 
reflect present-day pessimism about the potency of economic theory and policy, with 
especially sharp criticism of Keynesian demand management. 

As a textbook, the coherence of most of the chapters is clear and it provides a very 
good coverage of economic policy changes dunng the decade. However, because of 
the similarity in the material dealt wnth, there is a fair amount of repetition (perhaps no 
great weakness for undergraduates!). Moreover, the book deals only with economic 
issues, consciously avoiding any consideration of the major social changes of the 
decade, even those arising directly from low growth, from the significant shifts in the 
job market, or from the decline of paternalistic economic policy. More narrowly, 
neither editors nor authors of individual chapters provide bibliographies and this, I 
think, 1$ a pity. 

The book provides a well-focused analysis of the problems of the 1970s and it 1s 
readily accessible to undergraduates of economics and history. It provides an 
important supplement to those texts dealing with the half-century since the war. 


Centre for Business History, University of Leeds MICHAEL COLLINS 
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RC. RICHARDSON and W.H. CHALONER, British Economic and Social History: A 
Bibliographical Guide: Third Edinon (Manchester: Manchester University Press, 
1996. Pp.xv + 271. H/back ISBN 0 7190 3600 3, £45). 


At least in terms of format and layout this edition is rather better than the previous 
editions, especially the first. On other counts, however, the bibliography has 
shortcomings. The index leaves something to be desired, especially the numerical 
reference system which takes longer to locate an entry than simple page referencing. 

The most serious defect is the rather selective coverage and the omission of many 
important works, which have either been deliberately excluded or overlooked because 
the editor was unaware of them. To take a few examples at random: there are no 
references to Barnett’s work on education and the impact of war; Maddison on 
comparative growth; Catterall on electrical engineering and monetary policy; 
Balderston on war finance; Gourvish on inter-war engineering; Richardson on 
dyestuffs, the new industnes and overcommitment; Matthews on the inter-war 
economy; Harrop on the rayon industry; Rooth and Kitson and Solomou on tariffs and 
commercial policy; Aldcroft on education and machine tools; Vaizey, Burnham and 
Hoskins, and Orsagh on iron and steel; Channon on strategy and structure; Utley on 
the cotton industry; Jones on shipping companies; Killick on the stock exchange; 
Pollard on capital exports; McKendrick on the pottery industry; Wilson on Ferranti 
and the electrical industry; Pigou on the post-First World War economy; Middleton on 
the 1930s; Dupree on the diaries of Raymond Street; and Jones on tbe inter-war 
cinema. Clapham gets in but not Lipson. No doubt there are many more which could 
be cited had one time to check in detail. It would be interesting to discover how much 
material has been 1ncluded from the key journals, for instance. 

Some topics receive very limited treatment: glass three entries, air travel five and 
currency issues 11, yet there are over three pages devoted to trade union histones. The 
indexing of authors also seems somewhat haphazard. Broadberry and Foreman-Peck 
receive two entries apiece and Crafts only one, which surely cannot be nght. In fact, a 
check on the last-named reveals several entries on the text. 

No work of this kind can expect to be fully comprehensive. It would no doubt have 
been better to enlarge the coverage by splitting the volume into two. As it stands at 
present, with so much important material omitted one beings to have doubts about the 
utility of tbe guide and to question the wisdom of selection. At a price of £45 one 
cannot see many people rushing to buy it. 


Manchester Metropolitan University DEREK H. ALDCROFT 


PETER SCHOLLIERS, Wages, Manufacturers and Workers in the Nineteenth Century 
Factory: The Voortman Cotton Mill in Ghent (Oxford: Berg Publishers, 1996. Pp.xiv 
+ 256; illus.; maps. H/back ISBN 1 85973 093 0, £34.95). 


In this book Peter Scholliers analyses the ways in which nineteenth-century 
manufacturers tried to lower production costs in general — and wage costs in particular 
— and the reaction of the labourers to these wage-cutting measures. The study 1s a 
synthesis on the basis of extensive research on wage development and production 
costs in the Voortman cotton mill in Ghent in the nineteenth century and early 
twentieth century. 
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For the years 1835—1914 wage figures of the spinning and weaving division were 
collected from the Voortman business archive. In the first week of every month net and 
gross wages (including payment in kind) were noted for every worker in the factory 
and analysed by computer into detailed wage statistics, which consist of average 
weekly earnings for all categories per year as well as for aggregate groups of workers 
such as women in spinning, and so on. On the basis of source material derived from 
the Population Register, background information on the composition of the labour 
force was collected. Also a cost of living index for Ghent is presented, based on pnce 
data in the Public Welfare Service archives as well as those of the city schools and 
churches. All data on sales, profit and production figures, wage rates and working 
hours, strikes, weekly wages per category, cost of living, real wages and family income 
are presented in several appendices in the back of the book and in clear figures and 
tables in the text. 

The Voortman cotton mill was a typical family-run business with limited financial 
scope which competed in a market that was oriented toward cheap goods. Costs of 
production were vital for competitive position in the cotton industries. The 
employment strategy of this company was based on recruiting low-cost labour. To 
keep wage rates as low as possible hourly wages and piecework were introduced, 
many women and children were employed in the mill and wage cuts were frequent. 
The company even produced fraudulent production figures to keep pieces wages low, 
Whilst strikers were fired and workers locked out. Whereas other Ghent companies 
moved to the countryside to profit from cheap labour or invested in labour-saving 
technology, in the Voortman company the large proportion of cheap women's and 
children's labour compensated for the general rise in wages in the cotton industry. The 
abundance of young workers in the Ghent area, recruitment at a young age and high 
turnover rate were the ingredients for a successful policy. On the other hand, labourers 
worked excessively long hours and, to compensate for the overall low wage levels, 
whole families were employed so that the family income remained at a reasonable 
level. 

Tbe value of the book lies mainly in the abundant and clear presentation of the 
wage and price data. Moreover, Peter Scholliers shows the importance of wages for 
both employers (wages as production costs) and employees (wages as income) and 
shows how business and labour really meet in the battlefield of wages. By including 
figures on cost of living and family income in the analysis the author has made this 
study of real importance to both economic and social historians who are interested in 
long-term developments, on a micro-level as well as in the framework of regional and 
international comparative history. 


University of Utrecht ANNELIES VERMAAS 


MAX-STEPHAN SCHULZE, Engineering and Economic Growth: The Development of 
Austria-Hungary's Machine-Building Industry in the Late Nineteenth Century, 
Forschungen zur Wirtschafts, Finanz- und Socialgeschichte, vol.3 (Frankfurt Main: 
Peter Lang — Europaischer Verlag der Wissenschaften, 1996. Pp.xv + 295. H/back 
ISBN 3 631 47569 1, £36). 


Towards the end of his foreboding and poignant novel Radetzkymarsch, Joseph Roth 
captured the stagnation of the Austro-Hungarian Empire on the eve of the First World 
War in the image of the mucus dripping from the nostrils of the elderly Franz-Joseph 
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as he tottered onto the parade-ground to inspect his troops. This long-standing idea of 
the monbund ‘Kaka’ Monarchy, the ‘sick man of Europe’ with its archaic social 
institutions and laggard economy, has been substantially revised in recent years, as 
economic historians such as Richard Rudolph, David Good and others have found 
significant progress in the growth of real output dunng the penod 1867-1914, as well 
as some vitality in the Dual Monarchy's financial institunons. Max-Stephan Schulze 
makes a major contribution to the revisionist picture with this study of the machine- 
building industries in Austria and Hungary. 

Presenting new estimates of national output of machinery, Schulze finds a dynamic 
but volatile engineering industry at the heart of the Dual Monarchy's industrialising 
economy, an industry which ın 1913 was also carefully differentiated between Austria 
and Hungary, between regions within those kingdoms, and between sectors within the 
industry. Austrian machine-building is shown to have grown more rapidly than 
manufacturing industry as a whole, but not as rapidly as Rudolph has argued (4.6 per 
cent versus Rudolph's 8 per cent per annum 1870—1913). It was also the industrial 
sector most prone to cyclical fluctuations, experiencing a strong upswing between 
1867 and 1872, stagnating ın the 1880s, and expanding rapidly during the two decades 
before the First World War. [n particular Schulze finds evidence to support Komlos's 
argument for a post-1873 depression in Austna, which in machine-building was 
associated with the outflow of funds from Austria to Hungary leading to a shortage of 
venture capital, especially from the late 1870s. As this capital flow was reversed 
around 1890, the cost of borrowing fell and investment rose to meet the growing 
demand for capital goods, both at home — for electncal power plants, internal 
combustion engines, steam engines and, immediately before the war, for armaments — 
and abroad — for agncultural machinery exported to eastern Europe. This volatile 
pattern of growth was accompanied by a spatial concentration of production in 
Bohemia and Monrovia — determined in part by the location of iron and coal inputs — 
by rising productivity levels and, from the 1890s, by waves of mergers 1n which firms 
sought growth through economies of specialisation. Schulze's analysis of Hunganan 
engineering 1s rather thinner, partly owing to a lack of data on productivity or 
employment. However, he 1s able to show that, from a much smaller base, tbe industry 
grew faster than Austria's, mainly due to input of Austrian capital, to local demand for 
machinery from Hungary's successful grain farmers, and to Hungarian government 
policy which encouraged investment. In both countnes Schulze argues that the 
backward and forward linkage effects of machine-building were substantial for 
industrial growth. In international trade, however, with the exception of the Hungarian 
market, Austria ran an overall trade deficit in machinery throughout the period. 
Hampered particularly by the punitive Austnan tariffs on iron imports, native 
machine-builders faced higher input prices than their German competitors, whilst not 
receiving sufficient protection from machinery imports. 

Business historians will be especially drawn to the chapter 1n which Schulze 
examines the growth of several of the largest firms and their capital needs. Most 
growth occurred by external expansion via (horizontal) mergers and cartels These in 
turn reflected the drive to increase market size within a process of product 
specialisation. Companies which failed to expand externally grew more slowly than 
others, although growth rates were also determined by differential rates of demand 
growth in the various branches of machine-building and by the different growth cycles 
of the respective domestic economies. External expansion was increasingly funded 
over the period by short-term borrowing as equity ratios fell, although, as 1р Germany, 
short-term loans could turn into longer-term credit by rolling overdrafts. 
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There are limits to Schulze’s business history. He provides a market explanation of 
growth with no place for discussion of skill, entrepreneurship, marketing, organisation 
and even technology. But these are relatively minor quibbles. This is a splendid macro- 
economic history of an important industry, based upon a huge database — the statistical 
appendices run to 100 pages — which goes some way towards dispelling the idea of 
Austria-Hungary as one of Europe's ‘economic failures’. 


University of Hull ROBIN PEARSON 


HUBERT BONIN, Société Générale in the United Kingdom (Paris: Société Générale, 
1996, Pp.112; illus. P/back ISBN 2 910806 04 9, free from Société Générale). 


In 1992 the Paris-based bank, Société Générale, appointed the well-known French 
banking historian, Hubert Bonin, to research its history. This book on the bank's 
operations in Britain is one of the first fruits of that research, having been preceded by 
a volume on Société Générale activities in Russia, which was published in French 1n 
1994. The focus of this volume is the branch that Société Générale set up 1n London 
in 1871 and the account covers its history from its establishment until the present day. 
This is done in four substantial sections covering the period 1871—1914, 1914-1950s, 
1950—80, 1980—96. Of these the longest is that examining the year 1950—80, with over 
half the book relating to the post-war years. In terms of content, Bonin tries to cover 
all aspects of the bank ranging from the staff employed in the branch to the changing 
financial activities 1t undertook. 

In many ways this is a fascinating study of a foreign bank's operations in the City 
of London. What it reveals is how cosmopolitan the City was, especially before 1914 
and after 1960, both in relation to those who worked there and the international scope 
of its activities. Though the initial reason why Société Gén£rale established a London 
branch lay in the isolation of their Paris head office created by war and civil 
disturbance during 1870—71, it soon became an essential and integral part of the bank's 
operation. Before 1914 it was to a large extent through London that Société Générale 
participated in the great expansion of extra-European investment as well the general 
finance of international investment. Despite the fact that Paris was an important 
financial centre 1n its own right, it was from London that non-European financial 
operations were orchestrated. However, with two world wars, inter-war economic 
depression, and post-war government controls, London's international role suffered 
greatly, with New York and the dollar becoming the centre of international operations. 
As a result the size and importance of Société Générale London branch was 
downgraded, with staff numbers not recovering the 1922 peak until the 1960s. It was 
not until after 1960, with the growth of the Eurobond and Eurocurrency markets in 
London, that the branch appeared to have recovered its dynamic role within the 
Société Générale organisation. That was further reinforced with the Big Bang which 
made London the centre of both international equity issue and trading. 

In fact, what emerges from this study is the degree to which the London branch 
developed an independent operation, apart from the banking organisation of which it 
was part. Though set up to serve the rest of the bank's network, even before the First 
World War the London branch had become an important player in the London money 
and capital markets. This independence scems to have receded after 1913 as the City 
of London itself lost much of its global role. However, as that role revived after 1960 
it brought many opportunities in its wake which the management of Société 
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Générale’s London branch was quick to exploit, acting on its own initiative. 
Increasingly the branch became involved in markets and operations not to serve the 
interests of the bank as a whole but for tbe profits they offered, adding 1n the process 
to the renewed dynamism of the City itself. Unfortunately, this does bring out a 
weakness in the book. Interesting, as 1t is, the history of the UK branch of the bank, 
especially in a financial centre like the City of London, does need to be closely related 
to the role it played both within 1ts own organisation and in its host location. To get the 
balance right without swamping the history of the branch itself must be exceedingly 
difficult, and Bonin does not quite manage it. To make the book more valuable to 
financial historians in general does require more detail of how the branch fitted into 
the operations of the bank as a whole, and its interaction with the other components of 
the centre in which it was located As ıt is, reading this book is a bit like reading half 
the correspondence between two people who knew each other well and so could leave 
much unsaid. Nevertheless, it makes a valuable contribution to the understanding of 
the changing international role of the City of London over some 125 years. 


University of Durham R.C. MICHIE 


MARK SPOERER, Von Scheingewinnen zum Rustungsboom. Die Eigenkapitalrentabilitat 
der deutschen Industrieaktiengesellschaften 1925—1941, Vierteljahrschnft für Sozial- 
und Wirtschaftsgeschichte, Beibeft 123 (Stuttgart: Franz Steiner Verlag, 1996. Pp.236. 
H/back ISBN 3 315 06756 6, DM78). 


When examining the profitability of German Industry (limited companies only) over 
the period 1900-1940, many scholars have found to their amazement that the yield on 
invested capital in most industries, during the years of rearmament under the national- 
socialist regime, was hardly higher than ın the pre-World War I years. This was despite 
a massive growth of production in almost every sector. Consumer goods did well for 
a time after 1919, while heavy industry caught up after 1933, but hardly ever reached 
the level of the years before 1914. Explanations of this surprising outcome have been 
sought in the defectiveness of the annual reports and balance sheets of these 
companies. Setting aside large sums for future use, undervaluation of assets, high 
depreciation of fixed plants and such have corrupted the figure intentionally to lower 
profits and thus dividends and corporate taxes. 

In 1925 a new and much better system of corporate taxation was introduced, with 
stricter rules for the valuation of assets which left less room for setting aside sums 
There had to be two balance sheets, one for the shareholders, the Handelsbilanz and 
one for the tax inspector, the Steuerbilanz, and between these two differences in profits 
of 80 per cent or more will be seen. In his book, Spoerer compares the figures of both 
balance sheets for a number of industries. He warns, however, that a representative 
sample is hard to obtain because of lack of data in some branches. In his sample the 
integrated coal and 1ron industry and sugar, fertilizer and mechanical engineering are 
over-presented, while consumer goods generally are under represented. 

Spoerer's comparative study is a thorough piece of work, solidly underpinned by 
some 40 pages of profit and loss figures, balance sheets, and the like. It indicates that 
there was indeed an explosion of yields during the years of rearmament, not 
surprisingly in heavy industry in the first place but, to a lesser extent, in all other 
branches of industry Government measures to limit dividends and force new 
investments were made to deflate profits, so, to the outside world and the shareholder, 
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yields remained on a fairly stable but moderate level, while the earning power of 
industry grew enormously. The author rejects the often-made comparison with the 
Stalinist system of totalitarian control of the industry. In national-socialist Germany, 
ownership of industry remained in private hands, dividends were allowed up to a 
certain limit, and the forced investments and other hidden assets were expected to 
return to the shareholders once the war was over. He warns, however, that one should 
not think that under the national-socialist regime the industry retained a measure of 
self-government, the national long-term policy was firmly in the hands of the political 
machine in Berlin, while the basic structure of German industry was left more or less 
unchanged. 


Institute of Netherlands History, The Hague AUGUSTUS J. VEENENDAAL, JR 


MATTHIAS KIPPING, Zwischen Kartellen und Konkurrenz: Der Schuman Plan und die 
Ursprünge der europüischen Einigung 1944—1952 (Berlin: Duncker & Humblot, 
1996. Pp.384. H/back ISBN 3 428 08329 6, DM98). 


This extremely detailed and learned study re-examines tbe origins of the European 
Coal and Steel Community. A considerable number of new sources are used, most of 
them French in origin, the key information being derived from the archives of the 
French Ministry for Industry. Consequently, the study essentially looks at the debates 
and negotiations which ushered in the Schuman Plan from the French point of view. 
While the early literature covering the Plan emphasised the economic considerations 
behind it, and the more recent writing tended to lay stress on the political motivation, 
this work returns to give primacy once more to the economic pressures which led to 
its development 1n 1949—50 and its ratification in 1952, without entirely leaving out of 
account the political objectives of the two main partners. It stays within the 
mainstream by seeing it as basically an agreement between France and Germany, 
which others then found useful to Join. 

From the French point of view, the issue was closely tied to the grand post-war 
plan for the country's economic regeneration and expansion. One of the six key 
industries which were to carry the economy forward was steel, and by 1949 it had 
become clear that the French steel industry would be unable to compete with other 
European countries on equal terms because of the lack of suitable coking coal. Earlier 
hopes of sharing in the control of Ruhr supplies had been dashed by the attitude of the 
other Allies, and the outbreak of the Korean war in the midst of the negotiations 
further strengthened the position of the Germans. In turn that war, which sent steel 
prices soaring to more than double their previous level, and turned the fear of 
oversupply into a desperate race to meet an apparently insatiable demand, greatly 
contributed to the successful conclusion of the ECSC negotiations. While the French 
needed free and equal access to Ruhr coal, the Germans needed international 
recognition as a diplomatic equal. 

Beside the return to the centrality of the coal-steel issue, the study lays emphasis 
on two further themes. One was the powerful role played by the French steel-using 
industries, including the motor car manufacturers, whose objective was the lowering 
of the costs of their steel input. Conversely, the French steel makers, with some 
exceptions, were strongly opposed to the Schuman Plan until the end. What they 
would have preferred was to keep up their high prices by means of a cartel protected 
by a tariff wall, just as in the inter-war years. That forms the second theme, which also 
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provides the ntle for this study. To cartels and protecnonism, Jean Monnet, the genius 
behind French economic planning, was bitterly opposed, and helped by the consuming 
industries, as well as by some American pressure behind the scenes, he won the day. 

Тһе main argument of the study, which centres on the primacy of industrial 
economics, is presented intelligently and persuasively on the basis of its sources. One 
cannot help wondenng, however, how far an underlying and unspoken political 
motivation of politicians and parliamentarians alike, that for the sake of peace with 
their neighbours they must not fail on the economic level, ensured the ultimate success 
of the negotiations by overcoming all the numerous hurdles on the way. Precisely that 
element was missing in Britain, as 1t is still missing today. 


Sheffield University SIDNEY POLLARD 


RÉGINE PERRON, Le Marché du Charbon: un enjeu entre l'Europe et les États-Unis de 
1945 à 1958 (Paris: Publications de la Sorbonne, 1996. Pp.334. H/back ISBN 2 85944 
292 8, 180,00 FF). 


Using the archives of the European Coal Organisation (ECO), located at the United 
Nations 1n Geneva, Régine Perron has written a thoughtful account of the negotiations 
between the United States and the European nations over the import and distribution 
of coal within post-war Europe. These negotiations continued through the peacetime 
years of the 1940s and well into the 1950s and, ıt 1s contended, had important effects 
on the economic and political development of Europe. 

Perron's analysis is divided into two chronological periods. The first, 1945—47, 
was one of coal shortages in which American influence was exercised through the 
ECO and the Bizone administration. The second period, 1948—57, 1s depicted as one 
in which constant allusions to the threat of coal shortages co-existed with fundamental 
economic trends towards over-production of coal, the eventual emergence of this 
problem being postponed by the demands and disruption of the Korean War. 
Throughout both periods, the United States exported coal to Europe both s0 as to clear 
its own domestic coal surplus, and so as to influence the development of the European 
political economy. Perhaps the clearest example of the strategic use of coal was the 
American move to restnct the European use of Polish coal, a strategy which gained 
volition in step with the development of the Cold War. Perron argues that the position 
of Poland 1s traditionally rather neglected by historians, and that in fact it comprised a 
potentially important source of coal in a European market from which the British had 
effectively withdrawn. What Poland offered was high quality, low cost coal which it 
was keen to exchange 1n bilateral trade, but for which markets were deliberately closed 
down by Amencan exports Although American coal was of lower quality than that of 
Poland and West Germany, it was exported at a low price with the transportation costs 
being met by the United States government. That these exports continued in the 1950s 
when Europe was moving towards a coal surplus reflected the continuing fears among 
European governments about the possibility of renewed coal shortages and the 
outcome of some hard-headed negotiations in which tolerance of Amencan coal was 
traded for the continuance of European quota arrangements and, possibly Amencan 
financial assistance for the French ın their difficulties in Indo-China. Quite what West 
Germany and Belgium took from these negotiations remains unclear and 1s a subject 
for further research. Whatever the later consequences for the United States of its 
growing interest in Indo-China, the 1mmediate result for Europe was that the continued 
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importing of American coal postponed the European, but not the American, switch to 
oil. Perron suggests that this prolonged attachment to coal had detnmental 
consequences for European economic growth rates during the 1950s. 

In urging that greater attention be paid to the ECO, Perron argues that it formed an 
important influence on the later establishment and development of the European Coal 
and Steel Community (ECSC). Although there is a tendency to regard all institutional 
developments as physical manifestations of pre-existing economic arrangements 
dating back to the start of the century, the ECO is regarded as having provided Jean 
Monnet with much of the practical expenence which he subsequently took into the 
negotiations leading to the establishment of the ECSC. Where the ECSC is seen as 
having originality is 1n its establishment as a supranational institution. 

This is a stimulating book which succeeds in its intention of placing the post-war 
European reconstruction debate in a wider international context. Although the book 1s 
published and described by the Sorbonne as a postgraduate thesis, it 1s much more than 
the usual, necessitously restricted, Ph.D. study. It has a breadth of vision and a 
predeliction for a complexity of explanation which 1s exciting and which should be of 
interest to many scholars. 


University of Edinburgh MARTIN CHICK 


SHEILA M. PUFFER and ASSOCIATES, Business and Management in Russia (Cheltenham: 
Edward Elgar, 1996. Pp.xii + 330. H/back ISBN 1 85898 31 4, £45). 


This collection of essays edited by Sheila M. Puffer and her associates, among whom 
are experts from America (Daniel J. McCarthy, Peter J. Simmonds), France (Philippe 
Le Comte) and Russia (Тип) Ekaterinoslavskij, Tatiana Kozlova, Alexander Naumov, 
Vitalij Ozira, Stanislav Shekshma, Oleg Vikjhanskij and Anatoly Zhuplev) is both 
Interesung and enigmatic. The speed of change in the Russian economy 1n the last five 
years has meant that many books dealing with Russian policy, economics and 
business, published only a couple of years ago, have become obsolete. It 1 to be hoped 
that such a fate will not befall Puffer's book since it includes important practical and 
theoretical insights. The book contains chapters relating to practical management 
issues such as ‘Managing People in Russia’, ‘The Fit between Culture and 
Compensation’, ‘Finding the Common Ground in Russian and American Business 
Ethics', 'Diamonds and Rust' and 'Russia's Road to Privatization'. These chapters 
focus on recommendations on how to set up a business in contemporary Russia. They 
also demonstrate the national legislative, political, historical and socio-psychological 
peculianties which need to be taken into account if Western management techniques 
are to be used in a Russian environment. The theoretical significance of the present 
study revolves around various methodological problems, which come from the serious 
gaps in statistical data. This has been evident particularly 1n the activities of Russian 
banks, commercial firms, insurance companies and various funds and societies, where 
archives have been closed both to the public and to researchers. Indeed, even financial 
inspectors have found it difficult to get access to sufficient information to carry out 
their duties. 

Given such data problems, the authors of ‘Business and Management in Russia’ 
have had to use questionnaires circulated to both Russian businessmen and foreign 
firms dealing with Russia. This approach has been used to great effect in such studies 
as ‘А Portrait of Russian Business Leaders’, ‘Leadership in a Russian Context’, 
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‘Public and Private Business Schools’ and ‘The Four Cs of the Russian Manager’. 

However, for some areas of study the lack of reliable statistical data about firms’ 
activities is more of a problem. It 1s, for example, difficult to analyse such issues as the 
problems and impact of privatisation at the firm level, or the part played by Western 
investments in Russian business, or the principles of partnership in business, or the 
role of women in management, if only questionnaire data 1s used, since it is often 
impressionistic. Moreover, given these problems, ıt 15 not surprising that such a 
profitable and swiftly developing branch of contemporary Russia as financial services 
and banking is not dealt with ın this book. However, some recent publications such as 
Russia and its Banking System by Alan Robinson (London, 1995) help to meet this 
deficiency. 

The articles in this volume are mainly (with four exceptions) repnnts of earlier 
publications from such journals as the International Business Review, California 
Management Review, European Management Journal and the Columbia Journal of 
World Business, daung from 1991 to 1995 (only two date from 1981 and 1990). The 
reproduction of existing publications has advantages and disadvantages for the student 
of Russia. It means that the reader can, through the management literature, trace the 
rapid changes in Russian business and management systems over the last five years, 
as the economy shifted from centrally planned to market-oriented. However, the use 
of articles published in the early 1990s causes problems of interpretation. For example, 
shortages, queues in shops, problems of deficit are referred to as though they were a 
phenomenon of present-day Russia. In reality these were problems of the recent past 
rather than of the present. Their inclusion is therefore misleading and obscures the 
more general conclusions. 

Rapid change in Russia constantly confronts business historians with new issues. 
The peculiar shift from totalitarianism to the free market 1s inevitably affected by 
Russian historical traditions and hence influenced by a specific set of attitudes, 
cultures and psychology. The parts of the book dealing with these issues are extremely 
successful. The only disappointing aspect of the study of historical influences is 1n the 
introduction (pp.3—4). Here, the discussion of 500 years of Russian economic 
development 1s too cursory. Nevertheless the survey of the characteristics of the Soviet 
economy is excellent. | 

An important aspect of current business activity in Russia which should have been 
stressed 1s the striking difference between the experience of firms in Moscow and the 
other major cities, with their concentration of banks and large-scale firms, as compared 
with those in the underdeveloped rural areas. Such contrasts are responsible for the 
high level of Russian political instability and consequently deserved discussion in a 
book of this sort. 

In addition to the differences in business experience between town and country, the 
need for a radical modernisation of the legislative system to support modern business 
should also have received more attention. The outmoded legal framework was not 
designed to accommodate modem Russian business and clearly needs overhauling. 

The transitional phase in Russian development remains an enigma to scholars in 
Russia and elsewhere and this book was, inevitably, a rnsky venture. It 1s however, а 
welcome contribution to the literature. 


Foundation of History, Ecological Reconstruction 
Economics and Business, Moscow MICHAEL BIBIKOV 
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KEETIE E. SLUYTERMAN, Driekwart eeuw CSM. cash flow, strategie en menden 
(Amsterdam: Diemen, CSM 1995. Pp.235. ISBN 90 9007 903 3, free from the 
company). 


CSM (Centrale Suiker Maatschappij), originally a sugar producer, now active in a 
wide range of food products, food derivatives and biochemicals, is one of the darlings 
of the Amsterdam stock exchange. The reason for this is its net profit growth of more 
than ten per cent during the last 20 years. At the same time the financial press 
considers the concern as rather dull: stocks always msing, no massive redundancies, no 
scandals. 

Journalists sometimes have a short memory. Keetie Sluyterman, a leading Dutch 
business historian, shows that the history of CSM, founded in 1919, has been exciting 
from the start and that success came only late. Immediately after 115 foundation sugar 
prices started to fall, the economic crisis of the 1930s almost meant the end, the war 
brought more problems, government measures in the 1950s favoured the farmers at the 
expense of the industry and in 1964 the company had to fight off a hostile takeover. 
Following this early history the more recent golden years are fascinating. 

Sluyterman calls her book a study on cash flow, strategy and people. Due to a lack 
of biographical material we do not learn much about the people involved. The cash 
flow figures show that only in the 1970s did the company achieve the same 
performance as in the first years of its existence. The real subject of the book, however, 
is management strategy or, more precisely, the complex relationship between 
management theory and practice. 

The founding of CSM was in fact a merger of all private Dutch sugar companies, 
and the powerful co-operatives remained outside. The new company started almost 
immediately with an offensive international strategy. By investing in Poland in order 
to obtain raw sugar and refining it in Britain, it rendered some of its own factories in 
Holland superfluous along the way. The most obvious plant to close was the old 
factory in Amsterdam, but that was the place where the whole idea of the merger had 
been conceived. The Amsterdam refinery was saved by the argument that it was not 
fair to fire people who had been working for the company for over 20 years. 

The whole internationalisation plan foundered on the protective measures of the 
1930s. Just before the war a new strategy involving the acquisition of a small jam 
factory was initiated. However, this diversification proved to be another failure and the 
factory was closed in 1958. Only in 1971 did the management became acquainted with 
the work of H.I. Ansoff (1965) about diversification and start to look for suitable 
candidates for a takeover. The irony 1s that by the time this was achieved — in 1978 
CSM bought a number of strong food brands — the fashion in management theory had 
switched to the ‘back to basics’ ideology. At that stage CSM started to explore the 
possibilities in this direction but did not find the right partner. In the meantime it 
continued its policy of diversification and became very successful in niche markets, 
especially in the field of biochemicals. 

It 1s impossible to put one label on the management strategy of CSM in the last ten 
years. It follows a low-cost strategy 1n the sugar business (a sort of ‘back to basics’), 
It 1s still diversifying overseas, looking for niche markets, in other words, doing 
everything that seems to be promising. According to Sluyterman, CSM's situation fits 
the description given by J.B. Quinn in his book Strategies for Change: "The most 
effective strategies . tend to emerge step by step from an interactive process in which 
the organization probes the future, experiments, and learns from a series of partial 
(incremental) commitments rather than through global formulations of total 
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strategies.’ The only problem that I have with this conclusion 1s what meaning 1s left 
in the word 'strategy'. For the benefit of English speakers, this book contains a ten- 
page English summary. 


Vrye Universueit, Amsterdam ERIC BLOEMAN 


DIETER ZIEGLER, Eisenbahnen und Staat im Zeitalter der Industrialisierung, 
Vierteljahrschnft fur Sozial- und Wirtschaftsgeschichte, Beiheft 127 (Stuttgart: Franz 
Steiner, 1996. Pp.604; illus. H/back ISBN 3 515 06749 3, DM196). 


Based on the continuing discussion of the role of the state ın German industnalisation, 
Ziegler analyses the relationship between the development of the railways as a leading 
sector of German industnalisation and the economic policies adopted towards them by 
the individual state governments in Germany dunng the nineteenth and early twentieth 
century. Ziegler's approach 1s a comparative one, tracing the development of the main 
railway lines and the subsequent supplementary lines in various German states. It 
consequently offers a wider picture of policy options implemented than much of the 
exisung literature on German economic history during the nineteenth century, which 
displays a strong bias towards Prussian history. Ziegler demonstrates that it 15 not 
sufficient to cite. Prussian history as pars pro toto, because other German states 
adopted decidedly different policies towards railway construction. 

Due to the wide scope of the comparative view, Ziegler's use of primary source 
material 1s focused on hitherto neglected areas like the supplementary railway lines in 
Prussia, the role of railway policy in the Prussian constitutional conflict and the flaws 
inherent 1n the system of free competition 

Ziegler’s analysis 15 divided chronologically. Part one deals with railway 
development from the beginnings to 1880, when the primary railway lines were built 
and gradually connected to networks in the individual states Ziegler depicts the 
variety of railway systems extant, which ranged from purely state-owned via mixed 
systems to privately owned railways, and investigates why each particular system was 
chosen. He considers the period as the era of experiments in railway policies. 
Measures adopted were chosen for short-term, individualistic reasons Whereas one 
effect of the railways was to stimulate economic growth in related branches of the 
economy, their effect on the integration of German infrastructure remained limited. 
This was due to the 1nadequacies of the mixed systems, which failed to create smooth 
connections at the inner German borders, had problems of finance and so on Because 
of these flaws, a strong tendency towards state-owned, centralised railways evolved by 
1880. Ziegler concludes that whereas prior to 1880 all state governments per saldo 
supported the development of railways, they did so for reasons of power, particularism 
and revenue rather than long-term economic development. 

By 1880, the construction of the primary railway networks had been all but 
completed. Part two of Ziegler's study 1s therefore devoted to the subsequent creation 
of supplementary railways. Taking into account that at some point after 1880 regional 
divergence, which had been caused by early industrialisation, turned into convergence, 
Ziegler compares the economic policy 1mplemented by the Bavarian government, 
which fostered supplementary railways for reasons of economic development, with the 
policies adopted in other German states, which were more revenue-oriented. Ziegler 
tries to determine whether state supported provision of supplementary railways 
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promoted regional development or whether regional convergence was a natural, 
market-led process, concluding that a general answer cannot to given. Whereas in 
some cases supplementary railways fostered economic development, other cases 
proved that the creation of an infrastructural basis alone was not sufficient to 1mprove 
the economic positon of a region. Only when mussing infrastructure was the 
bottleneck to economic development did the construction of supplementary ratlways 
better a region's economic outlook. 

it is this study's great merit to adopt a comparative view. This enables Ziegler to 
present a complex, sophisticated line of argument. As a consequence, Ziegler modifies 
and disproves some long-held hypotheses about nineteenth-century German economic 
history, such as the notion of the 1879 turnaround in economic policy. At close to 600 
pages, the mass of material presented at times threatens to be overwhelming, however. 
Additional interim summaries would have assisted tbe reader 1n moving through the 
text. This is a demanding work, positioned at the centre of continuing academic 
debate. 


Jena University, Germany ANTJE HAGEN 


ROBERT B. GORDON, American Iron, 1607-1900 (Baltimore, MD: Johns Hopkins 
University Press, 1996. Pp.xı + 340; appendices, illustranons. H/back ISBN 0 8018 
5181 5, £41.50). 


An interesting feature of business history 1s that few, 1f any, of 1ts practitioners have 
any real business experience, while many historians of technology have no technical 
expertise. This is not a criticism that can be levelled at Robert Gordon, a professor of 
geophysics at Yale, who for the last decade or more has been transforming our view of 
early American industrialisation. Recognising that manuscripts and printed records are 
imperfect sources for the history of iron and steel (because workers had no way of 
describing their techniques), Gordon supplements such sources with the techniques of 
archaeometallurgy. He uses modern chemical analysis of surviving artefacts (such as 
guns, implements and iron samples) and of material evidence (such as slags from old 
ironworking sites) to build up a detailed picture of the rise and fall of American Iron. 

The exploits of Amencan steelmakers in the late nineteenth century have tended 
to obscure the longevity and success of its iron industry. However, its activities dated 
from at least 1610 and 1t was to remain a major American industry until the arrival of 
bulk steel after the 1870s. By 1775, America was the third largest iron producer in the 
world and its ironmakers were to provide many of the weapons in the struggle for 
independence. by the 1840s, over 700 fumaces were producing the iron that helped 
establish America's highly successful machine-tool and metal-manufacturing 
industnes. The iron industry was highly adaptive, tailonng its technology and 
production to suit the relative abundance of iron ore, wood and water. 

The focus 1s very much on the technology. An impressive array of material 1s 
assembled on America's use of charcoal bloomeries and coal-fired blast furnaces. 
American abundance of wood dictated a reliance on charcoal, with coal only 
establishing its dominance as a fuel after the mid-nineteenth century Most of the early 
technology was European, though Americans later created their own techniques for 
recovering waste heat from furnace gases, smelung with anthracite and with 
bituminous coal, and applying hot blast to forges. Always apparent was the great skill 
of Amencan artisans (and immigrants) 1n producing iron without the help of any 
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metallurgical science — skills well illustrated in the chapter on puddling. The 
environmental impact of the iron industry is also discussed here for the first time. 

The story closes with the demise of iron upon the arrival of the Bessemer and 
open-hearth furnaces. Steel destroyed much of the market for iron and also introduced 
a more scientific approach, which largely superseded empirical skills. Soon all that 
remained of the furnaces were runs — St. Maurice, Mine Hill, Saugus, Hopewell, for 
example — some of which have now been restored. These are described in one of the 
final chapters of the book. There are also several useful appendices: one on 
metallography, showing the techniques of archaeometallurgy; and another listing iron 
production data. There is unfortunately no general bibliography, but there 15 a 
penetrating discussion of contemporary treatises and primary sources. The numerous 
photographs are excellent and illuminate both the history and the sophistication of the 
author's approach. 

This is not a cornprehensive business history of American iron. The emphasis on 
technology precludes a detailed discussion of subjects such as entrepreneurship, 
company organisation and the social background. However, it presents the best 
available history of the technology of American iron. In doing so, 1t avoids the pitfall 
apparent in many industrial archaeology texts — too much technical detail, with no 
discussion of wider issues. Some onginal and important general themes emerge from 
this book. The first 1s the slow tempo of American industrialisation. Until the late 
nineteenth century, the US iron and steel industries were overshadowed by Europe 
(especially Britain), both in terms of skill and quality This contrasts with the views of 
many historians who have highlighted the wonders of the American system of 
manufactures and the rise of big business. Also striking is the emphasis on the skills 
and informal knowledge of the artisans — a major leitmotif in Gordon's work — that 
made manufacturing techniques work It was these men who transformed businessmen 
into heroes, though this was later forgotten. When twentieth-century political, union 
and business leaders lost interest in the knowledge and creativity of skilled workers, 
the author argues that tbe seeds were sown for the demise of the great American steel 
works. American [ron 1s a fitung testament to such men. 


Manchester Metropolitan University GEOFFREY TWEEDALE 


WILMA A. DUNAWAY, The First American Frontier. Transition to Capitalism in 
Southern Appalachia, 1700-1860 (Chapel Hill, NC, and London: University of North 
Carolina Press, 1996. Pp.xvii + 448; illus.; maps. H/back ISBN 0 8078 2236 1, 
US$49.95; p/back ISBN 0 8078 4540 X, US$21.95). 


Dunaway seeks to challenge what she considers to be the myth that ante bellum 
Southem Appalachia’s economy was based on self-sufficient small-scale yeoman 
farmers and a manufacturing sector that specialised in craft-production for internal 
exchange. Her research suggests that Appalachia was, in fact, part of the capitalist 
economy — albeit on the periphery. By 1860, Southern Appalachia was producing 
much more food than was necessary for internal markets; its artisan crafts were 
vanishing quickly with the nse of centralised factories; and ıt had already become a 
low-wage, extractive enclave 

This book 1s based on an extensive range of primary and secondary sources. 
However, Dunaway does not present the outcomes of her research in a concise form. 
Instead, after establishing a theoretical framework, she looks at a number of different 
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— sometimes loosely connected — themes. These concern the destruction of Southern 
Appalachia’s pre-capitalist economy, 1540-1763, compettion between settlers, 
speculators and squatters for the land resources of Southern Appalachia, 1790-1860; 
the formation of a landless, agrarian semi-proletariat; the development of agranan 
capitalism in Southern Appalachia; industrial production for export; the spatial 
organisation of external trade; the pervasive reach of global commodity chains; 
Appalachian communities and non-economic articulation with the capitalist world 
system; and Southern Appalachia’s economic crisis and its deepening 
peripheralisation. 

Dunaway's book would have benefited from more thorough editing. Sbe does not 
explain why her research utilises the post bellum political structure of Southern 
Appalachia with frequent references to the state of West Virginia — which was not 
founded until 1863. Dunaway also does not elucidate why her study ends in 1860. 
Apart from the fact that the subsequent Civil War resulted 1n the end of slavery, it is 
not clear that 1860 was a watershed in the economic development of Southern 
Appalachia. 

Despite its shortcomings, this book contains some useful insights into the ante 
bellum business development of Southern Appalachia. Dunaway provides a 
comprehensive survey not only of the development of retailing and wholesaling ın the 
region but also its trading and transportation links with merchants from other parts of 
the United States and overseas. She traces the rise of relatively large-scale industry in 
the region and shows how it fell into what some Canadian economic historians in the 
similar context of their own country have described as the 'staple trap'. However, 
Dunaway does not make use of the staple theory of economy growth, but 1nstead 
prefers to use the more radical ‘world system analysis’ model of Immanuel 
Wallerstein. She also reveals the region's development of 'travel capitalism' (tourism) 
which was based on the transformation of Appalachia's mineral springs into spa- 
resorts. 

There are other interesting findings that relate more closely to Dunaway’s central 
thesis. For example, she suggests that there was a lack of social mobility and that the 
conventional historical stereotype of the dominance of small-scale agriculture, in 
which mountain people farmed their land with just the labour provided by their 
families, is empirically false. Furthermore, the belief that the region's agriculture was 
at subsistence-level ıs also myth because ıt was exporting a large surplus. There was 
also substantial absentee ownership of land, and Dunaway suggests that partly because 
of this nearly two-fifths of the region's farm operators were semi-proletarianised by 
1860. Furthermore, many farmers who actually owned land had such small holdings 
that they were obliged to engage in non-wage labour to supplement their incomes. 


University of Wolverhampton RICHARD A. HAWKINS 


MARTIN H BLATT and MARTHA K. NORKUNAS (eds.), Work Recreation and Culture. 
Essays in American Labor History (New York: Garland Publishing, Inc, 1996. 
Volume 2, Labor in America. Pp.xxiii + 263. H/back ISBN 0 8153 1650 X, $43). 


Work, Recreation and Culture 15 a collection of ten essays illustrating many of the 
changes which have occurred in recent American labour history. Moving beyond the 
traditional history of organisations and industrial relations, these essays examine work 
in its social context and are inclusive of formerly neglected groups. Women, African- 


160 BUSINESS HISTORY 


Americans and immigrants are now generally recognised as essential components of 
the labour force; unions are considered to be both broader and more complex than 
white male leaders and mainstream organisations, while the community and its 
cultural life must be integrated into any study of the workplace. The reconstruction of 
labour history 1s still continuing, but the area is much more comprehensive than of old. 

Three main areas of reconstruction form this volume; women's work, workers’ 
culture and workers' organisations. Three examples of female work patterns illustrate 
developments in women's labour history. Tracey Wilson describes how women ın the 
insurance industry faced limited opportunities because of male definitions of success. 
Sarah Malino also questions the promotional opportunities for women in management, 
using department stores for ber case study. Laura Anker then explores how southern 
Italian and eastern European mothers managed at home by integrating domestic chores 
and wage earning. 

Workers, however, did not survive by their labours alone. Monys Hagen looks at 
industrial recreation programmes, especially ın the World War П years Then both tbe 
government and industry wanted to encourage fitness for production, defence and 
preparedness. Milton Cantor provides two essays. In the first he proposes that social 
lodges and fraternal associations were an acceptable alternative cultural expression for 
immigrants and working-class Amencans. These groups varied from, but did not 
threaten mainline cultural norms and institutions. In the second essay, Cantor looks at 
how social knowledge was organised and presented in educational institutions and 
hypothesises about 1ts reception and effectiveness. 

With respect to labour organisations, David Zonderman shows that immigrants in 
the textile and metalworking industries of ante bellum New England were skilled 
workers. Dexter Arnold demonstrates that the famous Lawrence, Massachussetts, 
strike of 1912 sparked off a wave of industrial unrest across the New England textile 
mills, while David Goldberg examines immigrant workers and the labour movement 
in Lawrence and in Passaic, New Jersey, between 1912 and 1926 to discern greater 
clarity on the dynamics of local labour resistance. To conclude the volume, Doug 
Reynolds explores the struggles of the United Automobile Workers at General Motors 
in the 1930s and suggests that grievance procedures rather than wildcat strikes or 
alternative means of workers’ control became the main means of resolving disputes. 

This collection of essays certainly illustrates many main strands in the New 
Labour History. Immigrants, women, rank and file activity and community and 
cultural bonds are brought into focus. Yet the collection is cunous, not least because it 
has taken several years to emerge from its onginal paper presentation format at the 
Lowell Conference on Industrial History in the late 1980s. In the intervening years 
selected presenters have sigmficantly altered their papers for inclusion in the volume 
while others have published or are about to publish books and essays on the same or 
sumilar topics. Several essays are descriptive rather than analytical and several need to 
update their end-notes and their general observations. There are some interesting case 
studies, based on considerable primary research, but given the price of the volume, the 
lag in publication and the availability of some information elsewhere, only a few 
specialist historians and libranes will acquire the book. 


University of Nottingham MARGARET WALSH 
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DANIEL NELSON, Managers and Workers: Origins of the Twenneth-Century Factory 
System in the United States, 1880-1920 (Madison, WI: Wisconsin University Press, 
2nd edn., 1996. Pp.x1 + 250. H/back ISBN 0 299 14880 7, £31.95; p/back ISBN 0 299 
14884 X, £13.95). 


The first edition of Managers and Workers published in 1975 provided students of 
labour and business history with a concise and well-documented account of the 
transition in the American workplace in the period before and after World War One. It 
was 1n part responsible for the growth in interest in the 1970s and 1980s in the history 
of methods of remuneration, Taylorism, and workers’ response to technical change and 
the new work organisation. In this new edition, Nelson has included much of this 
scholarship that he in fact stimulated. 

Nelson has altered the subtitle (in the first edition it read 'Origins of the New 
Factory System in the United States’) and, more substantially, throughout the volume 
he has incorporated the recent research of Chandler, Hounshell, Jacoby, Montgomery, 
Scranton and others. There are omissions, however. There 1s little if any reference to 
the new literature on the economic history of labour markets; thus Carter and Savoca's 
findings on turnover and tenure, and Sundstrom on internal labour markets are not 
cited, although Raff's research on Ford is included. There 15 one new chapter, 'The 
New Factory System and the Worker', that deals with organisational responses, 
notably those of the Knights of Labor and the IWW, to industrial capitalism. 

Despite these changes — and the passage of 20 years — the basic argument has stood 
the test of ume. The factory of 1880 was under the control, at times ruthless, of the 
foremen, but with growing capitalisation, firms and their Managers sought a more 
efficient way to recruit a stable workforce, Organise production and ensure the smooth 
flow of output. Systematic and scientific management was an early response, but the 
incentive wage, Nelson argues, was probably the least effective and important method 


education and welfare schemes; these approaches were consolidated in the rise of the 
personal management movement immediately after World War One. 

I have no quarrels with the basic outline that as testament to Nelson's pioneering 
work has become a sort of conventional wisdom. I do wonder, however, if there were 


American model was scen as sort of locus classicus, the path other countries would 
inevitably follow. But as the US engine faltered, so did our confidence in its model. In 
this perspective, the second edition suffers from a lack of international comparisons. I 
am alluding bere to the general propositions of Sabel and Zeitlin, but also to the type 
of comparative and detailed studies done by Freidman on French and US strike 
activity. Thus the new chapter which extols the accomplishments of the Knights and 
the IWW misses a unique opportunity to discuss alternative paths in which trade union 
organisation in the US could have evolved. 

Having said that, Workers and Managers will remain a standard work. But if it 15 
to remain on course syllabi, I would think it would need to be supplemented by 
comparative studies. 


Université de Montréal MICHAEL HUBERMAN 
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JOHN W. ROBERTS, Putting Foreign Policy to Work: The Role of Organized Labor in 
American Foreign Relations, 1932—1941 (New York: Garland, 1996. Pp.ix + 323. 
H/back ISBN 0 8153 2006 X, $78). 


This book, a revised version of Roberts’ Maryland Ph.D. of 1992, is concerned with 
the high politics of the two major national trade union federations in the USA during 
the 1930s and early 1940s, a period in which the rise of totalitarianism in Europe 
preoccupied many American workers. The sub-title is rather misleading, for the focus 
is on the role of foreign affairs in the politics of organised labour, rather than the 
reverse, What we are offered 1s a very thoroughly documented account of the official 
positions on international events of the American Federation of Labor (AFL) and the 
Congress of Industrial Organisations (CIO), as revealed through the publications of 
these organisations and through the papers of individual labour leaders. 

During the early and mid-1930s the AFL stood alone in America as the dominant 
'nátional labor centre’, as Roberts terms it. It was anti-Nazi and virulently anti- 
Communist, but vacillated on the question of US isolationism. It saw expanded foreign 
trade as a threat, supported disarmament and the Neutrality Acts, and criticised 
military spending that detracted from domestic programmes, but at the same time 
advocated an adequate national defence. During 1937, the CIO split from the ranks of 
the conservative and craft-dominated АРТ, as the champion of industrial unionism. 
The two organisations became bitter rivals, with foreign relations one factor 1n their 
rivalry. The CIO overtook the AFL in establishing alliances with labour unions in 
Latin America, while the AFL outmanoeuvred its rival for influence 1n Canada as well 
as in the various international labour organisations. Both were anti-fascist, and both 
advocated US foreign policies which would further their own domestic reform 
agendas. The AFL, however, accused the CIO of being dominated by communists and 
in tow to Moscow, and there were differences on questions such as immigration, 
import boycotts, Lend-Lease, convoys, attitudes to Bntain, and the role of US business 
in the European war. Both organisations advocated some kind of response to the 
regimes in Germany, Italy and Japan, but both were ambivalent about endorsing a 
military build-up, still less US intervention. It was a 'stalling in dead center' which 
reflected opinion 1n the nation at large before 194]. 

By the time of Pearl Harbor labour opinion had changed in favour of intervention. 
During 1940 the AFL came to support fully Roosevelt's foreign and military policies, 
including aid to Britain. The CIO, however, remained isolationist under tbe leadership 
of the pugnacious mineworkers' president, John L. Lewis, and, Roberts argues, under 
(a largely unspecified) Communist influence, until Lewis resigned the CIO presidency 
in November 1940. both organisations came to accept that the war could bring 
significant gains to labour 1n terms of increased employment and a greater say in 
national policymaking. Tripartism became the principle underlying the representation 
of government, business and labour in federal wartime agencies. Price controls were 
introduced, and anti-labour/ant-strike proposals emanating from business circles were 
successfully resisted. Trade union membership rose by 50 per cent during the war, 
standing at 15 million by 1945 compared with three million in 1933. Roberts claims 
that the influence of the AFL and CIO was one of the factors which brought about an 
interventionist consensus within the American labour movement and realised these 


This book fills a useful role ın an area for which the secondary literature is fairly 
thin. Its ambitions, however, are pretty modest. It bas little to say about internal 
divisions within the leadership of the AFL and CIO, within member unions, or within 
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the rank and file, although the existence of such divisions is indicated. Nor does it shed 
much light on the way changing union perceptions of foreign affairs impacted on 
capital-dabour relations at home. As such the book has only limited relevance for 
historians of US business, although the latter will find it an excellent reference guide 
to AFL/CIO attitudes on a range of international issues during the pre-war period. 


University of Hull ROBIN PEARSON 


SCOTT R. BOWMAN, The Modern Corporation and American Political Thought: Law, 
Power and Ideology (University Park, PA: Pennsylvania State University Press, 1996. 
Pp.xii + 436. H/back ISBN 0 271 01473 3, £43.95). 


For most business historians, it is enough that the modern corporation exists and its 
growth, management and strategies are analysed accordingly. Bowman, too, is 
interested in these areas (indeed, his book is informed by the work of several leading 
business historians, such as Cochran, Chandler and Lazonick), but be has a wider 
canvas. His primary concern is to delve more deeply into the less visible 
characteristics of corporate development by looking at the nature of corporate power 
within the larger framework of American political and social life. 

As be points out, the large business corporation is simultaneously a legal beast (a 
kind of fictitious and immortal person), an enterprise sanctioned by government and 
law, and a joint-stock company beholden to its shareholders. it 1s therefore an 
economic, political and social entity, which exercises power both within its own 
Organisation and externally through society at large. The analysis of such an institution 
is necessarily wide-ranging and the book adopts a multi-disciplinary approach: the 
works of historians, economists, sociologists and political scientists are utilised to 
analyse corporate power within its institutional setting. 

The book begins with the familiar story of the great American merger wave (and 
anti-trust movement) that brought the large corporation into being at the turn of this 
century. An analysis follows of the liberal justification of corporate power in American 
law and political thought, focusing on the writings of the major liberal political 
thinkers and writers. These include Herbert Croly and Walter Weyl — who by a mixture 
of accommodation and criticism sought to provide a justification for a socially 
responsible corporate order — and Thorstein Veblen, who explored the political 
implications of the separation of ownership and control. Also considered is the way in 
which legislators and judges adapted the law to the organisational structure and power 
relationships of the modern corporation. In particular, Bowman argues that the growth 
of regulation has served to preserve corporate autonomy, so that the influence of major 
corporations has become institutionalised 1n electoral and congressional politics. the 
social and political issues raised by the corporation in more recent times have been 
addressed, with varying degrees of pessimism and optimism, by Peter F. Drucker, 
Adolph A. Berle and J.K. Galbraith. Building upon separate discussions of each writer, 
Bowman moves towards his own interpretation of the way the American corporation 
has achieved its dominant position. 

The final part of the book looks at the global implications of the rise of big 
business and what the author terms as transnational corporations — in other words, 
those companies which, although ostensibly ‘American’, are in reality global. 
According to Bowman, the internationalisation of corporate capital through direct 
foreign investment, combined with the recent breathtaking growth of multinationals, 
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heralds the rise of a transnational bourgeoisie. thus, 1n the new world order nations will 
be subject to an international oligarchy from the major industrial and financial global 
corporations. Thus corporate class lines will predominate rather than national interests 
or values, while the liberal justification of American corporate growth that first 
appeared in the late nineteenth century will again be further refined and adapted to 
serve this new trend. 

Bowman deals with an important subject, though the approach is rather ponderous 
and earnest. Like the work of many political theorists, he 1s concerned with the general 
rather than the partcular and his global bourgeoisie 1s not analysed in detail. 
Nevertheless, historians interested in the growth of American big business will find 
Bowman's study useful: it 1s a reminder that corporate power has wider 1ssues at stake 
than profits and entrepreneurship, even 1f the latter sometimes provide a better read. 


Manchester Metropolitan University GEOFFREY TWEEDALE 


WALTER E. CAMPBELL, Across Fortune's Tracks: A Biography of William Rand Kenan, 
Jr. (Chapel Hill, NC: University of North Carolina Press, 1996. Pp.xviii + 417; figures; 
illus.; maps. H/back ISBN 0 8078 2268 X, $US 34.95). 


Across Fortune's Tracks 1s a well-written, well-researched biography of a man who, 
despite the sympathetic attitude of the author, seems to have had few virtues Despite 
Kenan's own attempts to project such a persona, he appears as neither a great scientist 
nor an innovative businessman. Rather, as the longtime caretaker of the estate of 
Henry Flagler, co-founder of Standard Oil and builder of a Florida transportation and 
tourism empire, and, not inconsequentially, Kenan's brother-in-law, be personifies the 
Schumpeterian adaptive manager, repeatedly choosing security and the familiar over 
innovation. 

Born dunng Reconstruction to a family of Southern planter-politicians and 
confederate veterans, Kenan grew up in the Redeemed South, where technical 
education, railroads, and diversified entrepreneurial activities were promoted by and 
for white elites. A child of privilege, Kenan espoused the ideology of mentocracy and 
progress through science. Kenan’s most significant contribution is undoubtedly his 
many gifts to his alma mater, the University of North Carolina. But both 1n his gifts 
and his student activities, Kenan attempted to maintain UNC's function as a training 
ground for a well-defined Southern elite. By placing Kenan ın the context of the New 
South, Campbell makes a useful contribution to the debate on the relationship between 
the post-bellum and ante-bellum Southern elites. The reader comes away with a very 
vivid, 1f discomforting, picture of the personal, political, and business relationships 
between Southern gentlemen “and the Northern ‘carpetbaggers’ who became their 
friends, partners, and brothers-in-law, as they tried to build fortunes through private 
enterprise and public coffers, and actively used violence and racial divisiveness to 
stymie the growth of farm populist movements that threatened their position. 

For business historians, the most interesting sections of the biography may be 
those descnbing Kenan's years in Niagara Falls, working for a predecessor of United 
Carbide. While Kenan was not a central figure in the dramatic technological events 
occurring in the region during this period, those chapters give a picture of the daily life 
of the manager of a new chemical plant and the social interacuons among the many 
transplanted chemists and engineers. While in Niagara Falls Kenan consulted for 
several firms, reinforcing the picture of the Niagara community drawn by historians of 
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technology of a remarkable ease of interaction and flow of information among 
potentially competing firms within this vibrant industrial district. But Kenan’s work 
has little impact on his employers until Flagler, having marned Kenan's sister, offers 
to lend Kenan a substantial sum to invest in Union Carbide. After much deliberation, 
Kenan decides that the prospects of the firm do: not merit the investment, and he 
chooses instead to help Flagler build his grand new hotel in Miami. 

While Kenan does have a business in New York, purchased at Flagler's suggestion 
and with his money, his one independent contribution was a dairy farm that he 
established and through which he financed agricultural research. But most of Kenan's 
life was spent protecting Flagler's vision of a Florida tourist empire developed in the 
decades before World War I. When Flagler died in 1913, Kenan became trustee of his 
estate, charged by Flagler's will with keeping tbe empire intact. But in contrast to 
Flagler, who took no constraints as given — he apparently thought nothing of buying 
the Florida legislature to obtain the divorce law he wanted, or of arming Cuban 
‘Independence’ forces so that he could expand his empire into the Spanish colony — 
Kenan seems constantly buffeted about by forces beyond his control, from hurricanes 
and the Great Depression to competition and technological change. Kenan's response 
was always defensive, turning to old friends and political connections to preserve the 
family's assets and reputation. 

A good portion of the book is devoted to two controversies which engaged Kenan 
and his family. First, Campbell provides a fairly convincing version of the discovery 
of calcium carbide by UNC professor Francis Venable. Even this version, however, 
hardly gives Kenan, Venable's research assistant, much claim to a place in history. 
Second, Campbell disputes rumours that Kenan's sister (Flagler's widow) was 
murdered by her second husband, suggesting that she died as a result of long term 
alcohol, and possibly drug, abuse. For social historians of elites, or for those who like 
to indulge themselves with the details of the lives of the decadent rich, there may be 
something to be gained from those chapters. I found even Campbell’s very restrained 
treatment of the social life of Mary Lily Kenan Flagler Bingham extraordinarily 
distasteful. 


University of Michigan MARGARET LEVENSTEIN 


STUART MUIRHEAD, Crisis Banking In the East: The History of the Chartered 
Mercantile Bank of India, London and China, 1853—93 (Aldershot: Scolar Press, 1996. 
Pp.xiv + 379. H/back ISBN 1 89528 X, £49.50). 


Someone once said that there were three routes to madness: love, ambition, and the 
study of bimetallism. If this is true it leads one to wonder about the sanity of the 
employees of this bank in the nineteenth century; for its business at that time was 
primarily that of foreign exchange in a triangular trade that embraced silver and gold 
and other monetary standard countries. The Mercantile Bank of India, London and 
China was a Bombay company founded in 1853. It received a Royal Charter in 1857. 
Its main business was at the hub of the triangular trade between Britain, India and 
China. The Bank bought bills in India covering exports to China and used the proceeds 
of these bills to purchase bills in China covering exports to London, where 1n turn they 
would then purchase furtber bills covering manufacturing exports to India. Watching, 
and acting on, the movements in gold and silver and in their prices and a vanety of 
exchange rates, involved high-risk operations. Throughout the life of this bank 
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exchange business was its single most important source of earnings — more than 50 per 
cent. However, after 1880 ‘exchange’ was in relative decline and the more 
conventional emphasis on loans and credits, and hence of interest rate earnings, was 
rising. For most of its life, though, the high-risk nature of the core business meant that 
this was a bank that did not conduct much conventional commercial banking business. 
It did not lend much otber than on very short term. 

The history of the banking business is of considerable complexity. However, the 
- emphasis in the book is on the business history rather than the banking history. The 
account is well set out in the context of the development of the economies with which 
it deals. But there is much more attention given to subjects such as who the 
shareholders were (in fact a great deal of detail on that) and on the whole range of 
employees from chairmen to clerks, and much less on topics such as profits and 
reserves. This will appeal to those who are more interested 1n business as opposed to 
banking history. 

The story is largely one of considerable success 1n the early years, followed by tbe 
almost inevitable crisis. Then came new leadership and some recovery, but the 
ultimate demise, at least in its existing form, came in 1892/93. Failure was a function 
of violent fluctuations in the value of silver, some fraud, and the failure of many of the 
bank's customers. The bank was reconstituted as the Mercantile Bank of India and was 
absorbed into the Hongkong & Shanghai Banking Corporation in 1959. 

Stuart Muirhead, an employee of the bank in vanous capacities and in many 
postings in the Far East, was latterly Controller of Archives at the HSBC. Sadly, he 
died before the book was quite completed. He had intended to draw out some 
conclusions and point the way to the next stage of the history — the Bank after 1893. 
Geoffrey Jones has added a postscript and done some of this. The book 1s yet another 
useful addition to the rapidly expanding work on business history in the field of 
finance. 


City University Business School FORREST CAPIE 


SCOTT CALLON, Divided Sun: MITI and the Breakdown of Japanese High-Tech 
Industrial Policy, 1975—1993 (Stanford: Stanford University Press, 1995. Pp.240. 
H/back ISBN 0 8047 2505 5, £25). 


As the title of the book indicates, Scott Callon examines tbe industrial policy of 
Japan's Ministry of International Trade and Industry (MITT), for high-tech industry 
between 1975 and 1993, and focuses his study particularly on MITT's high-tech 
consortia. The justification for his choice 1s that the high-tech consortia can be called 
‘the heart of Japanese industrial policy’. His major finding 1s that ‘whatever the past 
validity of this notion of a co-operative and functional Japanese industrial policy, it is 
now seriously out of date’. 

After a thorough examunation of the four major Japanese high-tech consortia in the 
computer and electronics industries, be draws three conclusions: in the first place he 
suggests that, beneath the veneer of co-operation in Japanese high-tech consortia, the 
evidence indicates that there was tremendous conflict and competition that severely 
compromised the consortia’s co-operative goals. Secondly, there has been a striking 
decrease in the effectiveness of 1980s consortia in comparison with what was achieved 
with the very large scale integrated-circuit (VLSI) consortium of the mid- and late 
1970s. Thirdly, Japan's emergence as a leading high-technology economy, on a par 
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with the United States in the 1980s, saw a decrease both in the level of co-operation, 
especially between MITI and Japan's major firms, and in MITI’s policy success. 
Callon draws this third conclusion from the evidence regarding conflict and declining 
policy success derived from the first two conclusions. 

Callon's research on the four major high-tech consortia appears to be very solid. It 
is well written and his conclusions are persuasive. He successfully presents arguments 
against the widely held myth that Japanese ministries and industries are monolithic 
and co-operative. There was, and sull is, strong rivalry and conflict among the 
Japanese ministries. It is well known among the Japanese, for example, that in every 
budget-forming season, MITI, the Ministry of Finance (MOP), the Ministry of 
Telephone and Post (MTP), the Ministry of Education (MOB), and others dispute over 
the budget share and national projects. As usual, bureaucrats love territorial war and 
Japan is no exception. Callon masterfully describes the conflict and competition 
among ministries by using internal interviews and testimonials. In addition, it is also 
well known that there are many competitive companies in Japanese industry. In the 
computer and semiconductor industries, for example, there are over ten competitive 
firms, such as NEC, Fujitsu, Hitachi, Toshiba, Mitsubishi, Oki, Matsushita, Sharp, 
Sony and Canon. It 1s the same in the automobile industry, which contrasts with the 
national champion strategy followed in the UK and France and in developing 
countries. He also adeptly describes the rivalry and fnction among the consortia 
members, though it is no secret to the Japanese that there was serious conflict and 
competition behind the MITI's high-tech consortia. The main question, therefore, is to 
what extent and why such joint consortia were effective or successful in such a 
competitive and frictional environment. His answer is that, other than the VLSI 
consortium, they were not particularly successful. However, I have considerable 
difficulty in coming to terms with the reasoning which leads to this conclusion. 

Callon concludes that among the four consortia the VLSI consortium was the only 
successfully case, since in his opinion it met its goals, while having an important spil]- 
over effect in promoting Japanese production of semiconductor equipment and 
minimising potential opportunity costs. MITI stated its goals as cushiomng Japanese 
companies against trade liberalisation, to catch up with IBM, and to promote VLSI 
technologies as a core element in computers. With hindsight, it can be said that the 
VLSI consortium fulfilled its purpose successfully, but I question the implication that 
it was successful as a technology consortium per se. 

Despite Callon's conclusion that the VLSI consortium was successful, he says that 
‘the existence of the government sponsored VLSI consortium was far from sufficient 
to ensure triumph for the Japanese companies in DRAM computer memory and their 
rapid advance in the other semiconductor technologies' (p.119). Furthermore, he 
argues that ' the most important MITI policy in 1975—76 in the Japanese computer and 
semiconductor industries was emphatically not the VLSI consortium, despite the fact 
that the VLSI effort seemed to receive the lion's share of publicity and analytical 
attention. Much more decisive was the full liberalisation of the computer and 
semiconductor markets in 1975—76, a decision made by MITT in response to U.S. 
Pressure’. If we take his argument at face value, it 15 natural to conclude that the VLSI 
consortium was successful because of its financial incentives and market pressure, not 
because of its consortial form. In fact, Callon states that 'the key to the success of the 
VLSI consortium was not the joint laboratory. It was the work done in the companies' 
private laboratories (the so-called group labs) with MITI's fund’ (p.119). The lesson 
from the VLSI consortium, I believe, 1s that in a competitive environment a high-tech 
consortium has to use abundant funds to stimulate each member's research agenda and 
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investment while at the same time exerting strong pressure for market competition. 

I believe that the crux of the matter is that the VLSI consortium fulfilled the 
necessary economic and organisational cnteria for success and the other three 
consortia did not. I agree that the structural changes in terms of Japan's emergence as 
a high-tech superpower and a greater presence in international trade, as Callon 
descnbes, did occur and that this made ıt very difficult for MITI to continue wit the 
former industrial policy. However, Callon failed to provide evidence of a significant 
relationship between the high-tech consortia and the structural changes. it 1s a pity, too, 
that he did not scrutinise the conditions necessary for the success of high-tech 
consortia and their policy implications. 


Institute of Business Research, 
Huotsubashi University SEIICHIRO YONEKURA 


MASARU YOSHITOMI and EDWARD M. GRAHAM (eds.), Foreign Direct Investment in Japan 
(Cheltenham: Edward Elgar, 1996. Pp.xvi + 231. H/back ISBN 1 85898 323 1, 
£49.95). 


Why is contemporary foreign direct investment (FDI) in Japan so small? How could 
more be encouraged? These two questions, posed by Masaru Yoshitomi, provide the 
subject matter of this proceedings volume, based on a conference held at the Wharton 
School, University of Pennsylvania, 1n October 1994. Yoshitomi and Ryuhei Wakasugi 
aside, none of the other participants was Japanese. Yoshitomi felt the time was ripe for 
an objective debate of the FDI level in Japan. The contributors offer evidence that 
relative to other industnal countries and relative to the size of the Japanese economy, 
inward FDI 1n Japan is, indeed, small. 

Part 1 of this volume considers how theories of FDI shed light on ‘why so small’? 
Parts 2 and 3 explore in depth the obstacles in Japan, the competitive advantages (or 
their absence) of foreign multinationals, and tbe latter’s successes and failures in 
Japan. John Dunning’s informed chapter (almost one-quarter of the book) starts off 
part 1. He compares outward and inward FDI, 1973—90, for Japan, United States, 
United Kingdom and Germany. Dunning’s figures demonstrate that for each nation the 
pattern varied, with Japan showing a sharp increase in the outward/inward ratio per 
capita, Germany a more modest nse, the United States a marked decrease, and Bntain 
a wobbly course. Dunning describes the gap in approach that exists between 
economists who are trade theorists and those who specialise in multinational 
enterprise. He, of course, is in the latter category and presents his own eclectic 
paradigm, applying it to explanations of the modest size of FDI in Japan. His is a 
detailed analysis of what students of FDI ought to consider as they seek to answer 
Yoshitom’s first question. Stll in part 1, Edward Graham takes up the same issues, 
puthng strong emphasis on Japanese history and culture. He tries to apply Dunning's 
eclectic approach, component theories (within the eclectic paradigm), and other 
theories as well. Graham believes that if FDI in Japan 1s to be stimulated, the obstacles 
to takeovers of on-going Japanese firms should be removed. Overall, Graham is 
pessimistic about any sizeable rise in FDI in Japan; he gives his reasons. 

Ultimately, contributors! answers to Yoshitomi’s first question fell under two 
rubrics. Some presentations stressed the obstacles to FD] within Japan, including the 
high costs of doing business, the kerretsu barriers, the unique and complex distribution 
system, the difficulties in hiring, the unavailability of Japanese companies for 
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acquisition, and the regulatory environment. I found particularly original David 
Weinstein's and Gary Saxonhouse's treatment of labour market impediments 10 Japan 
faced by foreign multinationals. Weinstein showed the long-standing historical roots 
of the Japanese barriers to FDI. His chapter is, moreover, useful in its treatment of the 
different types and behaviour of the keiretsu. 

While the one approach emphasised the barners to investment within Japan, the 
second focused on the madequacies of foreign firms as they tried to invest in Japan; 
that, their lack of competiuveness, including their poor-quality goods, their ignorance 
of the Japanese market (deficiencies 1n knowledge of Japanese customs, language and 
business practices), their reluctance to adjust to the very unique conditions in Japan, 
and their short-sighted financial targets. Howard Perlmutter insisted that 
multnationals with 'cross cultural competencies' do well in Japan; without such 
competencies, there is failure. 

In some authors’ renditions the two vantage points are Joined. Graham and 
Wakasugi, for example, suggest that when in the 1950s and 1960s the Japanese 
govemmental barriers to entry were high, foreign firms were competitive. Today the 
governmental obstacles are low, but now foreign multinationals are no longer 
competitive. Most contributors recognised that Japanese economic and business 
history was an essential part of the explanation of the low level of FDI, albeit how that 
history was interpreted varied considerably. 

Practically all the book is on Yoshitomi's first query. Most authors seemed to 
accept that the answers to why the level of FDI was so low would їп turn lead to policy 
responses on what needed to be done to encourage more FDI in Japan, although some 
conditions (those in labor markets, for example) might well be impervious to policy 
soludons. Graham argued that the low level of US FDI in Japan seemed to exacerbate 
US—Japanese trade imbalances, thus causing intensification of US—Japanese friction. 
It was, accordingly, important from a policy standpoint, he believed, to try to 
encourage more FDI in Japan. Another contributor, Thomas Jordan (president and 
representative of the Amencan Chamber of Commerce in Japan) feit strongly that FDI 
in Japan aided US exports to Japan and that more FDI in Japan would help correct 
existing trade imbalances. The best way, Jordan believed, to encourage more FDI was 
Japanese economic deregulation (that із, eliminating the barriers within Japan). While, 
in general, the participants took it for granted that the increase in foreign 
multinationals’ presence in Japan was desirable as a policy goal, Weinstein (and later 
Bruce Kogut as well) asked. how does one evaluste what the level of and what flows 
of FDI are appropriate for Japan? Other contributors to this volume included Lawrence 
Klein, Stephen Kobrin and Mark Mason. Overall, this is a thoughtful, well-structured 
book on an important subject. 


Florida International University MIRA WILKINS 


IOSEPH J. STERN, JI-HONG KIM, DWIGHT Н. PERKINS and JUNO-HOO YOO, Industrialization 
and the State: The Korean Heavy Industry Drive (Cambridge, MA: Harvard 
University Press, 1995. Pp.xi + 206. H/back ISBN 0 674 45225 9, £18.95). 


This 13 an interesting and important study which throws fresh light on South Korea's 
remarkable industrial progress after 1960 The authors focus upon Korea’s ‘industrial 
targeting', and the principal aim of the study is to find out whether, in fact, the 
goverment was able to ‘pick winners’ in its selection and promotion of particularly 
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heavy industrial sectors. Korea is, of course, a key country among the successful Asian 
NICs, and the impact of selective targeting as an appropriate development tool has 
broad implications. As the authors point out, if targeting was on balance positive 
‘Korea may provide lessons for when and under what circumstances industrial 
targeting is desirable’ (p.5). If targeting has a negative impact, though, ‘the Korean 
case provides important support for the view that industrial targeting is never likely to 
be fruitful economically in the real world.' 

Targeting of selected industries within the heavy and chemical industrial sectors 
(which included shipbuilding, electronic industries, steel, aluminium, automobiles and 
various other sectors, as well as chemicals) became formal government policy in 
January 1973. By 1978 some aspects of the policy were on the wane, and in 1979, 
following a switch of policy in April and the assassination of President Park in 
October, the emphasis on heavy industrialisation came to an end. This study seeks to 
evaluate the policies of the 1970s, and also to place them in longer perspective, 
comparing the achievements of the 1970s both with the 1960s (when there was also 
extensive government intervention, although with a general export focus ratber than a 
concentration on heavy industry), and with the 1980s, when government economic 
intervention slackened significantly. 

The book develops its theme by considenng first the history of industrial targeting 
in the 1970s and an analysis of the Korean economic system which evaluates the 
respective impacts of the market and government sectors. The drift here is to stress the 
significance of market forces 1п the overall structure of the system. There follow 
chapters which review tbe results of the heavy industrialisanon policy. Did investment 
in heavy industry fundamentally alter the structure of Korea's economy? Did specific 
industries (for which data for a cost-benefit analysis were available) show higher than 
expected rates of return, or did their performance conform to market expectations? 
Further sections examine additional targeted industries, including steel, automobiles 
and shipbuilding, in more general terms, although asking a similar set of questions: did 
the actual growth pattern reflect government targeting policies or were market forces 
dominant in the growth observed? 

The studies which comprise this volume contain an immense amount of data and 
analysis which cannot readily be summarised. However, the major finding 1s that 
government targeting of specific industries in the 1970s had little розіџуе impact. 
Such growth as undeniably occurred in the 1970s was often due to exogenous factors, 
such as United States deficit spending or opportunities for replacing Japanese products 
in foreign markets. Nor was targeting a successful export-promotion strategy. The 
incentives and market distortions introduced by the Korean government between 1973 
and 1979 on balance favoured domestic production. 

Did targeting in the 1970s, though, lay the foundations for the phenomenal 
advances of the 1980s as interventionist policies slackened? Again the authors answer 
in the negative, pointing to such factors as currency movements and continued 
technological borrowing to account for growth. 

This careful study is tbe product of joint research by the Korean Development 
Institute and the Harvard Institute for International Development. Two furtber studies 
are planned, one looking at macroeconomic policy during the 1970s and one which 
will examine recent strains resulting from rapid economic growth. the four authors of 
the present book (two from Harvard, two from the Korea Development Institute) are 
distinguished scholars who have produced a major, valuable and timely study. But the 
conclusions will not convince all. Those who applaud the Korean government for 
‘picking winners’ 1р its drive for industrialisation are unlikely to be persuaded by an 
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analysis, no matter how sophisticated, which relies heavily on counterfactual 
arguments, An emphasis on cost—benefit analysis which focuses on internal rates of 
return must leave out much of the wider impact of a targeting policy. One remembers 
that the founder of Honda once claimed he had no fears of bankruptcy when he 
established his enterprise: 1f be failed, Japan would at least benefit from the plant and 
other infrastructure left behind. So much for the internal rate of return. 

This is a study which needs to be read by all interested in recent Asian 
development and by those concerned with broader questions of government 
intervention in the development process. 


University of New England MALCOLM FALKUS 


THOMAS O'BRIEN, The Revolutionary Mission: American Enterprise in Latin America, 
1900-1945 (Cambridge: Cambridge University Press, 1996. Pp.xiv + 356; illus.; 
maps. H/back ISBN 0 521 55015 7, £35). 


The end of the Cold War presents an opportunity to attempt a rounded assessment of 
the impact of the United States abroad, and O’Brien sets out to argue that even in Latin 
America, where US troops intervened so frequently, a more profound influence than 
the Federal Government and its armed forces was that of the giant corporations which 
dominated plantation agnculture, power generation, and mineral extraction during the 
first half of the twentieth century. Even more important than their economic impact 
were the social and cultural effects of these firms. Directly or indirectly, United States 
corporations brought new forms of work discipline to millions of Latin Americans, 
often eliminating the possibility of subsistence agriculture and tying workers not just 
to the labour market but to the market for processed foodstuffs and basic consumer 
goods supplied through company stores. Latin Americans followed their northern 
neighbours into consumerism, each according to ability to pay. Naturally this varied 
greatly. Many rose also into the ranks of the middle class and acquired professional 
status through their association with corporate America. Yet as in the United States, so 
to the South, the expression of corporate power through monopoly rates charged to 
consumers, racism toward employees, and blatant corruption of the political process 
and intermittent military intervention provoked hostility as often as it did co-operation, 
especially when the depressed 1930s gave the lie to Yankee assurances of permanent 
growth. In larger states, such as Mexico, economic nationalism was to prove a more 
powerful and sustained force than its northern cousin, populism, bringing restrictions 
and expropriations, and in some cases the exclusion of United States transnationals 
from key sectors for more than a generation. 

O'Brien traces variations on this story through chapters on the banana republics of 
Nicaragua, Honduras and the much more substantial economies of Peru, Chile, Cuba 
and Mexico. Aware of the astonishing elite-led economic reforms of the past decade 
and the rebuilding of close economic ties with the United States after a generation of 
autarky, many readers will turn first to the Mexican chapters. These faithfully trace the 
early influx of United States capital into mining, power, transport, and oil under the 
porfiriato before examining the alignment of US corporations with Carranza and 
Obregon against the more radical forces of Villa and Zapata during the revolution, the 
place of US mining firms under the 1917 constitution, the wave of anti-foreign strikes 
and protests of the early 1920s, the general supportive attitude of the regime at that 
time, and the subsequent deterioration 1n relations, led at first by consumers and local 


172 BUSINESS HISTORY 


authorities and only later transmuted into federal action. Sectoral variations are also 
explored, ranging from the labour-intensive and often coercive world of plantation 
agriculture to much more capital-intensive and high-wage experience of 
manufacturing industry. The great strength of the book 1s also its chief weakness. 
Close on two dozen North Amencan and British archival sources are used, most of 
them corporate, and the outcome is enormously informative, moving fluently from 
business history through labour history and social history to diplomatic history and 
back again. Yet at times the detail is overwhelming and the broad thesis in danger of 
submersion. This partly accounts for the fact that one of the central claims of the book, 
that the social revolution precipitated by corporate America was deliberate and self- 
conscious, 1s glimpsed rather than exhaustively treated. 


University of Warwick CHARLES JONES 


RJ. CHAMBERS, An Accounting Thesaurus: 500 Years of Accounting (London: 
Pergamon, 1995. Pp.xxxi + 1011. H/back ISBN 0 08 042573 9, £70). 


This reference book is a labour of love; it could not be otherwise. Usually such a 
voluminous work is the result of joint endeavour, but this accounting companion is the 
product of one scholar's dedicated metculousness in surveying 500 years of 
accounting and related literature. Students of accounting will find here a nch store of 
definitions which can give borrowed elegance to their presentations, elaborate some 
point or support a favoured view. It 1s most certainly comprehensive in its coverage, 
ranging from accounting in general, its economic background, psychological aspects, 
valuation of assets and equities, income and the complexities of measurement, 
accounting systems, and accounting beliefs and knowledge. Here is a mynad of 
alternative lenses through which to view concepts, mechanism or ideas. Undoubtedly 
it will prove invaluable to any student of accounting, or related professions, since they 
will find within it ready access to the accumulated elegance and interpretations of 
several centuries of scholarly study. but like most compamon volumes this is also a 
splendid work simply to browse through, where the humorous finds a place alongside 
the profound. There is a detailed source index, itself a revealing glimpse of the 
literature of accounting, together with a subject index. 

Other scholars may have set out to produce such a grand and capacious work but 
have despaired of the magnitude of the task or been overtaken by mortality. One R. 
Bithell, writing in 1903, identified the three services which contribute to the cost of a 
product as ‘labour, endurance and abstinence’; judging by this endeavour the greatest 
of these three is probably endurance To recognise the scholarly dedication of the 
compiler, and enrich their collection, every library reference section should hold a 
COpy. 


University of Liverpool W.A. THOMAS 
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BENJAMIN GOMES-CASSERES, The Alliance Revolution: The New Shape of Business 
Rivalry (Cambridge, MA: Harvard University Press, 1996. Pp.xii + 305. H/back ISBN 
0 674 01647 5, £21.95). 


In an interview published in the Financial Times of 22 April 1992, the former head of 
the German Cartel Office, Wolfgang Kartte, expressed his concern about the growing 
number of strategic alliances and their consequences for the level of competition: ‘In 
a strategic alliance one or both partners want to assure that the other cannot have an 
affair with a stranger. But we cartel officials are more for free love.' According to 
Benjamin Gomes-Casseres, he need not worry. On the contrary, he argues, the alliance 
revolution has led to a new form of compettion rather than reducing it. 

Based on a number of detailed case studies and a comprehensive as well as 
comprehensible overview of the relevant theory, he analyses how the complex web of 
alliances in many of today's industries affects the competitive environment. He 
concludes that by teaming up firms can combine their capabilities and achieve the 
necessary scale, while remaining more flexible than a single, unified entity. 
Subsequently, these 'constellations' are able to challenge the established players, very 
often with considerable success. This was, for example, the case of the 
AmdahlFujitsu combination which gained a significant market share from IBM in 
mainframe computers. Another example from the same industry is Mips, a small start- 
up which managed to penetrate the market for RISC-besed work stations through a 
whole network of partnerships. i 

But the last example also illustrates the difficulties of maintaining such 
constellations over time, since the rapidly growing alliance eventually broke down, 
partly as a result of imitation by competitors, partly because of internal problems. The 
author highlights that the management of alliances is a constant balancing act between 
collaboration and competition. It becomes even more difficult when, as 1n the case of 
Mips, the alliance expands too fast, when the business environment changes, or when 
the participating firms come from different countries. Concerning the latter, the book 
contains a number of excellent examples to show how cultural differences affect, but 
not necessary prevent, the formation and the successful working of cross-border 
alliances. 

The main beneficiaries of this well-written and convincing analysis of 'collective 
competition’ will be policy-makers, management scholars, economists and practising 
managers. But, for a number of reasons, business historians also might find it useful. 
First of all, those working on hi-tech industries, where most of the case studies are 
taken from, will certainly appreciate the detailed and insightful observations. 
Moreover, the author consistently adopts a long-term and comparative perspective 
which not only makes his argument more convincing, but also demonstrates how 
powerful this type of analysis can be. The same 1s true for the successful combinaton 
of factual information and explanatory framework. 

But while many business historians would certainly benefit from reading this 
book, its author could also have had a closer look at some of the business history 
literature. He is familiar with the work of Alfred Chandler, but this has not prevented 
him, or, for that matter, many other management authors, from proclaiming the 
alhance revolution as a recent phenomenon. While ‘collective competition’ might 
have been more pronounced in the last decades, especially in technology-intensive 
industries, it is not entrely new. Even during what now seem the ‘dark ages’ of 
national and international cartels before the Second World War, business histonans 
have identified many occasions where firms co-operated not to raise prices and divide 
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markets, but to combine their capabilines and become more competitive. 

However, in conclusion, this minor shortcoming does not devalue the book, which 
remains an important contribution to our understanding of alliances between 
independent firms and their effect on competition, whether in the present or the past. 


University of Reading MATTHIAS KIPPING 


HUGH M. COOMBS and JOHN RICHARD EDWARDS, Accounting Innovation: Municipal 
Corporations, 1835-1935 (New York: Garland Publishing Inc., 1996. Pp.xiii + 204. 
H/back ISBN 0 8153 2244 5, $57). 


The accounts of companies in the private sector have at last come under sustained 
scrutiny by historians, but public sector accounting has been neglected. Coombs and 
Edwards, whose research was financed by the Research Board of the Institute. of 
Chartered Accountants in England and Wales, are virtually alone except for Rowan 
Jones in addressing local government accounting. Municipal corporations particularly 
need investigation on account of the importance of their trading activities: water, gas, 
electricity and tramways. Comparison of total amounts borrowed for trading activities 
by individual municipal corporations with paid-up capital of registered companies in 
1905 reveals three corporations among the top six 1n an overall ranking of corporate 
bodies (p.2). Moreover, controversies in the early 1900s over competition between 
municipal trading and private-sector utilities were influenced by the ways in which the 
published accounts of municipal corporations reflected both performance year by year 
and the value of assets. The users of corporation accounts were of course 
heterogeneous: local electors and ratepayers; consumers of municipal services; 
investors 1n local authority securities and other creditors; and central government. This 
study focuses particularly on the archival records of five boroughs: Birmingham, 
Bradford, Manchester, Bristol and Cardiff. The discussion, however, draws on 
examples from a wide range of additional boroughs, as well as on arguments presented 
in accounting journals. Several chapters have previously appeared in journals, but 
addition of a substantial introduction and conclusion has produced a reasonably 
coherent whole. 

The starting date for the study saw the passing of the 1835 Municipal Corporations 
Act, which established elected councils in 178 boroughs it recognised as 
municipalities. The Select Committee of 1833 had been highly cnitical of borough 
accounts. Examination of the borough returns obtained by the Commissioners, 
however, reveals no shortage of favourable comments on the accounts (pp.26—7). This 
information appears to have been subordinated to the government's desire to impose 
stricter control over municipal corporations (p.29). By the end date of the study, the 
1930s, there had developed a financial reporting framework which is still largely in 
place today. 

Absence of influence of legislation on innovation in municipal corporation 
accounting 1s an unsurprising conclusion of the study, given that legislation was less 
prescriptive than the general accounting rules for companies and especially than the 
special rules for pnvately owned utilities. The chief influence was a mutually 
reinforcing system of innovation at the level of the individual corporation interacting 
with the growth of the accountancy profession. Chartered Accountants came to serve 
in substantial numbers both as the mandatory elective auditors and as independent 
professionals called in by borough officials. 1885 saw the foundation of a professional 
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body covering local government, the Corporate Treasurers’ and Accountants’ Institute 
(the forerunner of the Chartered Institute of Public Finance and Accountancy) (p.6). 
Distinctions between private- and public-sector accountants only developed gradually, 
however. David Chadwick, for example, well known for ns company promotions in 
the 1860s, had earlier spent 16 years as tredsurer of the Corporation of Salford (p 6). 
Diversity of practice was the result of borough-level imtiative, though diversity was 
significantly reduced by systematic exchange of information between boroughs and 
copying of innovations. Debates on the appropriate accounting treatment of questions 
such as capital expenditure might involve not only borough auditors but also borough 
treasurers, councillors, engineers, ratepayers and academics (p.114). Wide-ranging 
debates could encompass ideas of value for money, which was not a novel concept in 
the 1980s (p.147). The issue of depreciation charges involved not only discussion of 
whether the present or a future generation should pay for municipal assets, but also a 
political element, since one contnbutor to the debate spoke (in 1903) on behalf of the 
Industrial Freedom League which was fighting municipal trading (рр.102-3). 
Business historians may particularly welcome the chapter which compares change in 
company and municipal accounts and investigates possible influences of the former on 
the latter. The chapter’s conclusion 1s that the accounting practices used by companies 
were not superior to those employed by municipal corporations (p.171). This 
stimulating study ought to lead to the further investigation of the substantial surviving 
body of local government accounting records. 


University of Reading JUDITH WALE 


ELMUS WICKER, The Banking Panics of the Great Depression (Cambridge: Cambndge 
University Press, 1996. Pp.xviii + 174. H/back ISBN 0 521 56261 9, £30/US$ 39.95). 


Banking panics attract a great deal of attention from both economists and economic 
histonans. They provide extreme observations which can suggest new theoretical 
developments and test the robustness of existing ideas, and they are often documented 
in detail by contemporaries. The crises of the period discussed in the short but densely 
packed volume have already been extensively studied. What does Elmus Wicker add? 
The answer is, a great deal. Indeed, if one were to strain to find fault with this 
fascinating book, the fault would be that the ratio of fact to interpretation of fact 1s so 
high that at times the reader has to work very hard to discover conclusions. But that is 
a minor criticism, and for every reader who concurs there will no doubt be another 
who welcomes Wicker's fertility in suggesting further hypothesis and additional 
research. 

The period Wicker studies is 1mportant and dramatic. Between 1930 and 1933 
some 30 per cent of the banks which existed in the US 1n 1929 failed. That simple 
statement conceals that those failures were bunched in four episodes — November 1930 
to January 1931; April to August 1931; September and October 1931; and February 
and March 1933. Wicker studies each of these episodes in detail, examining both their 
geographic diversity and economic differences. One general point that emerges from 
this detailed work 1s that there is no general point — that no one model of a ‘banking 
crisis’ fits every episode. There were not just different tnggers for them, but different 
kinds of triggers. Nor was their geographical coverage the same in every case. 

The book is in five chapters. The first reviews the state of the banking industry in 
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the years 1921-33. Many banks failed, but neither in all periods of, or leading to 
periods of panic. (Wicker identifies panics by mses in the amount of current in 
circulation.) Explanations for panics fall very broadly into three categories. One sees 
them as irrational, produced fear feeding on itself. More recently there has been an 
emphasis on the possibility of a rational response to asymmetnc information. A failure 
of one bank for reasons such as its own bad management can because of limited 
information leads to runs on banks that are actually well managed. A third possibility 
is that banks because of the liquidity of their liabilities and the illiquidity of all but a 
portion of these assets are brought down by random withdrawals. 

One of the questions Wicker considers is the extent to which these conform with 
the facts of his period. He does this by breaking the data down, first by Federal 
Reserve District (the book includes a most useful map of these), and then by 
examining in great detail the failures in the geographical areas most severely affected. 

There was a high concentration of banking problems in a small number of Federal 
Reserve Districts — Chicago, Cleveland and St Louis. Notably missing from that list is 
New York, the centre of most nineteenth-century US banking panics. (Wicker gives 
great praise to the Federal Reserve for ‘maintaining stability in the New York money 
market' (p.165). Why this is so important he does not make clear.) The multiple nature 
of the crises was, Wicker argues, and surely correctly, important ın eroding depositor 
confidence and making the system a step more vulnerable. Resulting problems were 
not alleviated by effective lender of last-resort operations. The Federal Reserve would 
not (because it considered ıt was not allowed to) lend to non-member banks. The 
National Credit Corporation (succeeded by the Reconstruction Finance Corporation), 
although 1ntended to take on that role, never did so satisfactorily. Wicker condemns in 
strong terms that latter body's very limited action in Michigan in 1933. Whether this 
crincism 1s fully justified 1s not, however, clear from his text; neither how a LLR 
should behave, nor how Wicker thinks it should behave, when a bank runs out of 
suitable discountable securities, is clear-cut. 

Do his results support any particular hypothesis about how to model bank failures? 
The answer is not obvious, but Wicker does incline, very much on balance, to the 
'random withdrawal' hypothesis as tbe most 1mportant. What do his results say about 
the role of bank failures in producing the Great Depression? They perhaps reduce the 
importance of the Bank of the United States and increase the 1mportance of the failure 
of Caldwell and Company of Nashville. They do not, however, reduce the role of the 
monetary contraction, and nor, despite his concluding claum, do they reduce the burden 
of criticism that must be borne by the Federal Reserve. 

But it would be unfair to end this review on a dissenting note. Elmus Wicker has 
written a fascinating book which has contnbuted substantially to knowledge and 
understanding of the problems of the US banking system in the Great Depression, and 
one which will both stimulate and assist future scholars. 


City University Business School GEOFFREY E. WOOD 
GEORGE J. STAUBUS, Economic Influences on the Development of Accounting in Firms 
(New York: Garland, 1996. Pp.166. H/back ISBN 0 8155 2247 X, $40). 

Staubus is a senior US-based accounting academic, having published A Theory of 


Accounting to Investors (Berkeley, CA: University of California Press) in 1961. Tbe 
objective of the present book 1s to stimulate interest in explaining the development of 
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accounting in the firms that today dominate the economies of Western industrialised 
countries, and he tackles this by identifying what are seen to be the key features of 
those organisations. The focus of the text is on endogenous influences, of which 18 are 
identified and their effect on accounting is traced. In compiling this text, Staubus 
draws on library resources and personal experience to identify features of firms of and 
their activites that are important to the development of accounting and to make 
connections between these features and specific accounting principles. The analysis is 
carried out within an economic determinist framework. 

Given tbe stated objective of this text, chapter one necessarily focuses on devising 
an appropriate definition of ‘the firm’, it also explores some implications of that 
defininon for accounting. The next five chapters are divided into three parts, which 
focus on separately identified ‘tiers’ of influence. The book is partly a synthesis of 
Staubus's earlier writings, and it is probably for this reason that four further influences 
which he now sees as important are covered in the concluding chapter (eight). Chapter 
seven takes a ratber different direction and focuse on the reasons why businesses 
continue to adopt what is described as ‘valueless accounting’, but whcih most of us 
know as historical cost accounting. A highly persuasive review of possible 
explanations includes the following five, which are often under-emphasised. 

First, arising from conflicts of interest between the different partners in business, 
the provision of information for control purposes is identified as the principal function 
of accounting and, therefore, revaluations (which inevitably result in a departure from 
figures that are readily verifiable on the basis of the documentary evidence) are seen 
to be best avoided. Second, the use of historical cost enables management to control 
the level of reported earnings better, both in the sense that it avoids yo-yo accounting 
(which results from market-to-market measurements of income) and provides 
reservoirs of instant earings that can be drawn upon by selling undervalued assets 
when there is a desire to boost reported profit. Third, historical cost information is 
readily available in that transactions must initially be recorded at cost price 1n order to 
provide a record of amounts due to suppliers and due from customers. Fourth, the use 
of value-based accounting would result in greater volatility of net income, thus 
upsetting risk-averse investors. Moreover, management, in anticpation of this 
response, would tend to switch to less volatile assets. Fifth, overstatements are 
recognised as potentially more damaging than are understatements, as summed up in 
the same that 'no-one ever got sued for understating profits or owners' equity'. 

The book is therefore an explanation of ideas, and Staubus acknowledges both that 
certain features are developed more fully than others and that incontrovertible support 
for positions taken is often not provided. It 1s probably these characteristics, however, 
that give the book is strength, in that they enable Staubus to explore, based on personal 
experience, the full range and complexity of identified endogenous influences. 
Staubus makes no attempt to assess the relative importance of particular influences or 
to reach conclusions concerning how, individually, they impact upon the accounting 
process. One of the contributions of this wide-ranging investigation is that it 
demonstrates the fact that the accounting literature, in common with that of other 
disciplines, tends to focus on a worryingly limited range of issues in any particular 
epoch, In the last 20 years for example, the Rochester School's Positive Accounting 
Theory has dominated the attention of a large proportion of the available academic 
accounting talent, particularly in the United States. 

Staubus notes that there have been two periods of crucial importance in the 
development of firm accounting. First, there was the development of double-entry 
book-keeping in Italy in the fourteenth and fifteenth centuries. Second, there was the 


178 BUSINESS HISTORY 


adoption of modern financial reporting procedures in the century ending in 1939. In 
my view, this latter time-span places accounting developments, at least in Britain, 
rather too late in that most of the fundamental features of modern financial report were 
in place by the beginning of the twentieth century. Since then, developments have been 
more in the nature of refinements than changes of any great significance. This is seen, 
by Staubus, to be a consequence of the fact that the accounting procedures employed 
by firms, and the standard setting process, are under the direct control of management. 
The rise of legal and regulatory requirements has diverted the attention and efforts of 
chartered accountants from serving information requirement to, instead, focusing on 
controlling and exploiting regulations relating to financial reporting and taxation. This 
line of argument 1s both plausible and worrying. 


Cardiff Business School J.R, BDWARDS 


HARUHITO SHIOMI and KAZUO WADA (eds.), Fordism Transformed. The Development of 
Production Methods in the Automobile Industry (Oxford: Oxford University Press, 
1995. Pp.ix + 320 H/back ISBN 0 19 828961 8, £35). 


This volume, the first in a Fuji Conference series, derives from the twenty-first 
International Conference on Business History, held at the foot of Mount Fuji in 
January 1994. It 15 much more coherent and generally of a higher standard than many 
such conference collections. It 1$ also good that it was published only 23 months after 
the conference took place. The essays are well focused on aspects of the international 
automobile industry, all based on substantial primary research and most informed by 
major current 1ssues in business and industrial relations history. 

An important feature of the book is the attention given to Japanese and Chinese 
automobile production systems. In 1955 Japan still had a small output of automobiles, 
yet by 1980 her output surpassed that of the USA; a rise from 69,000 to over 11 million 
vehicles. The editors provide well-researched and lucid essays on the penods before 
and after 1955. Kazuo Wada provides details of how the Japanese car makers drew on 
the US industry and made various attempts at developing 'flow preduction' and even 
‘just-in-time’ systems from the late 1930s and late 1940s. In the 1960s, as Haruhito 
Shiomi shows, by imitating and building on the Ford system, Toyota massively 
increased output. In 1966 the company's slogan was ‘Quality Assurance throughout 
Toyota'. The theme of quality control and quality circles is examined in depth in 
relation to Toyota and Nissan by Izumi Nonaka. He shows that quality control 
seminars for top management and department and section heads were broadcast on the 
radio from 1956 to 1962, and that these became widespread in large companies in the 
1960s. He suggests that the era of quality circles may now be coming to an end in 
Japan. Takahiro Fujimoto provides details of the history of ‘Black Box Parts’ practice 
in the Japanese motor industry, whereby suppliers of parts became involved in the 
makers’ development processes. There is also a well-researched essay on niche 
products by Timothy Whistler, 1п which the failures of Bntish Leyland and the later 
success of Nissan in the production of sports cars is analysed. Finally, on Asian 
production, Chunli Lee provides an account of the production systems of the Chinese 
automobile industry 1953—1993. 

There are also substantial essays on European and Amencan producers. David 
Hounshell provides a detailed and sophisticated analysis of the problems of 
introducing automation at Ford's Cleveland Engine Plant. This 15 especially interesting 
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on the expectations of reduced costs (which were long misplaced) and on the industrial 
relations (where labour costs at $13 were a small element in the estimated costs of 
$157 per engine). There are also substantial essays on the industries in Sweden, 
1920-39 (Nils Kinch), France, 1911-93 (Patrick Fridenson), Italy, 1930-90 (Stefano 
Musso) and Germany, west and east, from the 1920s to 1989 (Werner Abelshauser). 
There is also a lively essay, perhaps raising more issues than its archival material 
resolves, by Wayne Lewchuk on the roles of gender in managerial strategies in the 
British and American automobile industries. In discussing the policies of management 
in encouraging norms of masculine superiority, Lewchuk might have considered more 
the fact that the managers were men and as such may have had higher notions of men 
management than managing women. This is a high-quality volume and should be 
acquired by university and college libraries. The essays are informative and there is 
much in this volume to stimulate, not least the essays of Hounshell, Musso and 
Lewchuk. 


Nottingham University CHRIS WRIGLEY 


ROLV PETTER AMDAM (ed.), Management, Education and Competitiveness: Europe, 
Japan and the United States (London and New York: Routledge, 1996. Pp.xiv + 268. 
H/back ISBN 0 415 12092 6, £50). 


This book consists of 13 essays, most delivered 1n May 1994 at a University of 
Reading conference on management education. Although the volume contains papers 
on Japanese and American management education, the title is somewhat misleading 
because those on Europe are limited to a few countries and the ignored are not just 
‘small’ ones. Since management and educational systems vary considerably nationally 
within Europe, tbe failure to treat so many countries impoverishes the analysis. After 
all, management and education within the most significant economy in Europe, 
Germany, 15 not covered! 

Nonetheless, the essays presented do address the three principal issues that have 
emerged in post-war debates about management education. First, they stress tbe role 
of the Americans who not only set the management but also the management 
educational example during after World War II. Giuliana Gemell's paper, 'American 
Influence on European Management Education: the Role of the Ford Foundation’, 
deals directly with Amencan educational proselytising, and numerous country essays, 
if they stress indigenous traditions, also focus on how America influenced 
Management education in their countnes, postwar (for example, Huibert de Man on 
Dutch business education; Lars Engwall, Elving Gunnarsson and Eva Wallerstedt on 
Sweden; and Rolv Petter Amdam on Norway). 

Secondly, the essays discuss how the extent of the American influence depended 
upon its nature. Resistance to the Americans did not, in short, just stem from Luddism 
about American management education, but depended too, on what seemed really 
valuable in American experience. Tamotsu Nishizawa’s essay, ‘Business Studies and 
Management Education in Japan's Economic Development: An Institutional 
Perspective’, underscores this point. The Japanese, like the Germans, never adopted 
American graduate business school education, with their ubiquitous MBAs, but the 
Japanese did fall under the spell of American management methods and techniques, 
especially during the 1950s. Selective borrowing in management and in management 
education was always the case. 
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Finally — and this 1s where the book really becomes pioneenng — some essays push 
the analysis of management education to the point where the very validity of the post- 
war American example could be disputed. Heretofore, most people simply assumed 
American supenonty 1n management and management education and then used the 
American yardstick to measure the extent of others’ success or failure. When, 
however, Susan Aaronson in ‘Dinosaurs in the Global Economy? American Graduate 
Business Schools in the 1980s and 1990s’ talks about the need for American business 
schools to adjust their programmes to management realities, the very system that the 
post-war American enthusiasts had set out to emulate 1s called 1nto question. Peter 
Lorange in 'Between Academia and Business: New Challenges for Today's Modern 
Business Schools’, and Ove Bjarnar and Halgeir Gammelsoeter in ‘Managing 
Management Teams: A Challenge for Management Education’ also question True, 
they pretend that recent changes in the managerial environment pose the new 
challenges. The implication 1s that post-war business schools handled the management 
challenges of their era quite well. But the group-oriented managerial forms, to whose 
need management education 1s perceived to be so inadequate today, are not that new. 
Their existence ın post-war Japanese and German management systems had already 
prompted firms on these countries to reject American-style graduate business school 
education as unsuitable to consensus-orlented managerial capitalism. 

Rolv Petter Amdam is to be congratulated for the energy with which be organised 
the conference and edited the papers there delivered. Collectively, these essays do a 
splendid job of describing the current state of thinking about post-war management 
education They need to be read particularly by those who stll believe that the 
benchmark for management education 1s the Amencan graduate business school. 


University of Hawaii at Manoa ROBERT R. LOCKE 


UDO H. STABER, NORBERT V. SCHAEFER and BASU SHARMA (eds.), Business Networks; 
Prospects for Regional Development (Berlin: de Gruyter, 1996. Pp.xiv + 239; tables, 
maps. H/back ISBN 3 11 015107 3, DM 126) 


These ten essays on recent regional development initiatives and business networks 
derive from a 1993 Canadian conference. Like most ‘news from the front’, these 
studies do not directly address customary business history themes — indeed, Chandler 
is rarely mentioned — yet they may well have an impact on where business history 
could be going. Rather than focus on large firms and nation states, these scholars from 
business schools and geography and economics departments attend to inter-firm 
relations, novel organisational forms, and regions, both sub- and trans-national. In so 
doing, they build upon frameworks articulated in another important conference-based 
compilation, Nitin Nohna and Robert Earles (eds), Network and Organizations 
(Boston, MA, 1992). 

Structurally, Business Networks consists of a provocative introduction by Staber, 
setting ‘out rival usages of network concepts and key theoretical nodes (power, 
dependence, tbe state), followed by six empirical studies and closing treatments of 
'social embeddedness', spatial clustering, and research agendas. The appended 20- 
page bibliography will be an invaluable guide for any business historian seeking to sail 
into these unfamiliar waters. Staber's opening chapter asks what tools are available for 
understanding 'the [changing] context in which regional economies complete', (p.7) 
roughly since the 1970s, then details the institutional dimensions of networking, the 


BOOK REVIEWS 181 


reshaping of spatial relations and firm boundaries, and problems of performance 
assessment. Not reflecting a common research programme, the empirical studies are 
quite diverse. 

German insurance brokers’ networks, Jorg Suow raises the question of 
the ‘flexibility of flexible specializanon' (p.29), especially in recessionary times. 
Examining Northern Ontario's industrial decay in the context of western European and 
American experiences, Meric Gertler and Tod Rutherford found mutual distrust among 
hard-pressed enterprises, whereas ‘unions were one of the few institutions that ... 
‘developed any intra-regional links’ (p.58). Hence, they argue against the usual 
exclusion of organised labour from network-bullding efforts. As the state is often a key 
player 1n such initiatives, three US contnbutors probed New Hampshire's Governor's 
Technology Partnership, which struggled ‘to find the middle course between too much 
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share project expenses represented an index of commitment and likely success. Three 
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networking strategy’ into general economic planning (p.82). These four cases define 
an opportunity spectrum running from wholly private to largely public attempts to 
build productive inter-firm collaborations. Next, Allen Scott and David Bergmen 
delivery a richly contextualised theory and practice report on Southern California’s 
state-led light railway system as potentially mobilising a regionally synergistic 
advanced ground transportation industrial complex. Last, three Asian researchers 
provide a close analysis of Pacific Rim ‘growth triangles’ in which cross-national 
divisions of labour, mediated by inter-government co-operation, create magnets for 
investment along with complex labour market and social problems. 

In a sophisticated theoretical exegesis, Staber critiques the frameworks frequently 
employed in discussing industrial districts, arguing that, although an approach 
emphasising social embeddedness and trust is the most robust, it as yet lacks 
specification of ‘the content of social relations’, of mechanisms by which social 
structures constrain or facilitate economic action’, and of ‘the carriers ... through 
which social expectations exert their influence on network actors’ (p.157). Drawing on 
structuration theory, his efforts to remedy this situation 1s compelling reading. Peter 
Doennger and David Terkla effectively map the conflicting literatures on spatial 
clustering in manufactunng, before Michael Enright closes the collection by 
articulating a broad array of conceptual and empirical questions these essays spark. | 
would expect that business historians working on post-World War Two topics will find 
something genuinely useful in each essay here. Those concerned with earlier 
industrialisation patterns will profit most from the introduction and the final three 
chapters. In any event, no business school library can afford to overlook this volume, 
though it is priced rather high for historians’ personal budgets. 
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Institutions and the Evolution of Modern 
Business: Introduction 


MARK CASSON and MARY B. ROSE 
University of Reading 
Lancaster University 


For more than 30 years a symbiosis has developed between the ‘new 
institutionalists’ and business historians, which stems from synergies in ће 
interests of both groups. The central questions posed by Coase and 
Williamson, of why firms exist and grow, have found echoes in the 
historical work of Chandler on the forces leading to the rise of big business 
first in the United States and then in Europe.' Conversely Williamson used 
Chandler's historical evidence to give foundation to his development of 
transaction cost economics.’ 

Transaction cost economics is embedded in an institutional model of 
economic activity which explains why some, but not all, activities are 
organised in firms, rather than being co-ordinated by markets. A critical 
appraisal of transaction cost economics is to be found in Jones’ essay in this 
volume. This shows the way in which transaction cost economics evolved 
to fill some of the gaps in neoclassical economic theory, with respect to the 
firm, and highlights its strengths and weaknesses as a tool for business 
historians. Consequently this evolution needs no repetition here. The 
dialogue between the new institutionalists and business historians has been 
difficult because of their very different methodological starting points. 
Williamson’s analysis, like that of neoclassical economics, has to be applied 
using the method of comparative statics. His analysis explains how, 
following an exogenous change in the economic environment, the 
configuration of firms and markets adjusts, through changes in the 
boundaries of firms, from one equilibrium to another. The process by which 
this change is accomplished is assumed to be of no consequence: thus the 
equilibrium from which the system adjusts has no impact on the 
equililibrium to which it adjusts. By contrast, Chandler’s ‘stages approach’, 
to the development of the business corporation, highlights the complex, 
dynamic interaction between the innovative growth strategies of firms and 
the subsequent development of professionally managed hierarchical 
structures. Indeed Williamson has been accused of abusing Chandler’s 
historical evidence as a result of a combination of an ahistorical 
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methodology and a neoclassical if not ideological attachment to the market.’ 

The ‘new institutionalism’ does not end with transaction costs, however, 
any more than business historians are interested only in the organisation of 
firms. Their interests in both innovation and competitive advantage and the 
origins of economic decline in mature economies has meant that the 
theoretical underpinning of business history has widened, whilst there have 
been increasing opportunities for institutional theory to draw on business 
history. Developed partly as a result of some of the shortcomings of 
transaction cost economics, evolutionary theory drew on the behaviouralists 
such as Cyert and March, Edith Penrose’s Theory of the Growth of the Firm 
and Schumpeter's work on entrepreneurship.‘ With its emphasis on the 
development of organisational capabilities it is potentially extremely 
fruitful for business historians.’ By highlighting the path dependency of 
innovation it demonstrates the impact of firm-specific routines on the 
choice of technology and as such is invaluable in the explanation of 
divergent as opposed to convergent business developments. Recently it has 
been successfully used with a combination of transaction cost theory and 
historical methodology in a ‘dynamic theory of business institutions’. In 
Firms, Markets and Economic Change: A Dynamic Theory of Business 
Institutions, Langlois and Robertson demonstrate that, since the late 
nineteenth century, the large and centralised corporate enterprise is but one 
route to innovation and economic growth. Whether loose networks of small 
firms, coalitions or joint ventures are preferred and form the basis of 
competitive advantage depends upon ‘the nature of the problem ... the stage 
in the product life cycle and the availability of information’. 

The notion that, in certain circumstances, networks represent a 
competitive alternative to integration is an important conclusion for 
business historians and marks a departure from both Williamson and 
Chandler. Williamson, for example, whilst exploring the circumstances 
which make intermediate forms of organisation more suitable than the two 
extremes of markets and firms, clearly sees them as exceptional. Chandler, 
in similar vein, believed that coalitions of firms existed but were transient 
while Kogut has demonstrated that joint ventures were highly unstable.’ The 
implication is that groupings are merely a stage along the way to more 
efficient integrated firms. It is a conclusion which is in line with that in the 
development economics literature where the existence of business groups 
are seen as a sign of market failure in young economies." 

The view that networks are little more than an intermediate form of 
organisation has left both Chandler and Williamson open to the criticism of 
concentration on the Western — if not the American — economic system. In 
East Asian economies, however, it is impossible to separate the family firm 
from its networks. In societies like Taiwan and Hong Kong networks are so 
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embedded as to be viewed as economic institutions, in their own right, 
rather than just a stage between market and firm.’ However, internationally 
comparative research has increasingly demonstrated that loose networks 
persist in the twentieth century and form an important basis of international 
competitive advantage in the Western world, as well as in the Far East. In 
the United States, for example, interlocking directorships create vertical 
social ties in big business and especially between big business and finance. 
In the “Third Italy’, on the other hand, more formal clusters in the textile and 
clothing industries have formed the basis of their international competitive 
advantage since 1980." 

One of the reasons Williamson sees networks as merely an intermediate 
form of organisation lies in his concentration on the contractual 
underpinnings of institutions. This has led him to reject the idea that power 
and authority, and indeed cultural forces, are significant variables in 
economic organisation." However, some new institutionalists have evolved 
theories, based upon family and family-like firms, which provide a partial 
theoretical underpinning to the study of networks both within and between 
firms. Theorists such as Ben-Porath and Pollak have, for example, applied 
transaction cost theory to family behaviour whilst complementary analysis 
has highlighted those circumstances which make informal ‘clan-like’ 
contro] arrangements, within firms, more successful than formal 
bureaucracies.” Implicit in the transaction cost approach is the idea that 
where regular transactions are conducted in a hazardous environment 
bureaucratic arrangements, by reducing uncertainty, will increase 
efficiency. It has been suggested, however, that some circumstances are so 
hazardous that they cannot be regulated either by the market or the firm. As 
a result, transaction costs will be reduced within firms when control is on 
the basis of shared attitudes, goals and aspirations, either through a shared 
background or the creation of a business culture, rather than rules and 
regulations. Therefore: ‘In the clan form, with its lower demands on 
formalised, sophisticated information — common ideas, beliefs and values 
instead function as information carriers — yielding sufficient guidance for 
action, providing sufficiently good measures of the values to be 
exchanged.'? 

Understanding of the development and success of networks clearly, 
therefore, requires an understanding of the way in which power and trust 
relationships develop and the impact which they have upon business 
behaviour. Inevitably, sociology provides invaluable insights on such issues 
whilst comparative management theorists such as Hofstede and Hampden- 
Turner and Trompenaars allow for culturally based comparisons of business 
behaviour.“ 

New institutionalism is not, however, always acultural. Casson has 
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claimed that by linking the notion of transaction costs to that of trust it is 
possible to provide insights into both entrepreneurial behaviour and the 
formation of networks within and between firms. He has proposed that this 
theoretical framework should be adopted by business historians.“ This 
approach appears to be especially relevant to the study of the boundaries of 
the family firm, which can be viewed as encompassing not only the partners 
and employees, but also the extended kinship group of cousins and in-laws, 
social connections in the business community and members of the family’s 
religious group. The family consequently represents more than just a 
reservoir of skill, labour and finance. It is a network of trust, the use of 
which reduced the transaction costs and the dangers and uncertainties of 
business activity. Thus, although the family might represent an internal 
market for managerial labour, a source of funds for establishment and 
expansion and of market information, the boundaries of the family business 
have usually lain within a rather wider group with a shared culture and 
values. 

If trust is synonymous with low transaction costs, information costs are 
incurred irrespective of whether the sources of information are trustworthy. 
By focusing on the flow of information, which he sees as the most important 
element of economic activity, Mark Casson explores in this volume the 
evolution of methods of intermediation. With choice determined by a 
combination of technological, entrepreneurial and cultural forces, such 
methods of 'market making' have evolved through time in response to 
changing circumstances. By shifting the emphasis from the organisation of 
product to the organisation of information, Casson emphasises the 
interaction between firms and other types of economic institution. His 
analytical techniques combine elements of transaction cost theory with 
evolutionary theory and the theory of entrepreneurship. Using these 
techniques, he attempts to chart a *middle road' along which instituional 
theory can develop. 

The organisation of information is a theme that is developed further in 
Oliver Westall’s essay, which analyses organisational change and 
innovation in general insurance. Westall demonstrates that the very essence 
of the business of insurance is the processing of information. Consequently, 
the revolution in information technology transformed the relationship 
between policy holders and insurers and effectively rendered traditional 
methods redundant. In so doing information technology encouraged new 
entrants to the industry and changed its competive structure for ever. 
Caunce, on the other hand, analyses the development of a localised cluster 
of dynamic sectors in the Yorkshire woollen industries. He demonstrates 
that the social and economic institutions, which processed market 
information, became inseparable from the community’s culture and were 
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instrumental in the creation of effective innovative production strategies. 
Equally, Matthias Kipping, in his comparative analysis of the development 
of management consultancy in Europe, demonstrates the vital place which 
intermediating institutions played in the transfer of managerial know-how, 
highlighting their role in information transfer. 

In his theory of relative economic backwardness, Gerschenkron pointed 
to the importance of the wider institutional environment in overcoming the 
obstacles to spontaneous industrialisation in developing economies. 
Equally, Davis and North demonstrated the link between institutional 
change and the pattern of American economic growth and industrial 
development. They concluded that the ‘wedding of economic theory with an 
explanation for institutional change is essential for further understanding of 
the process of economic growth — past, present and future'. In other words, 
they demonstrated that business reactions and the pattern of development 
are closely intertwined and shaped by both the legal system and shifts in 
government policy." It has also become clear that changes in one type of 
business institution, such as the financial system, will have repercussions 
for the behaviour and performance of other institutions. 

Business historians have demonstrated a growing interest in the 
development of the institutional environment and in the interaction between 
differing types of institution." In this volume a number of the contributions 
explore the significance of this wider environment for business behaviour 
and the implications of often complex inter-institutional arrangements. 
Sjögren, in his comparative analysis of financial reconstruction and 
industrial reorganisation in inter-war Sweden and Britain, demonstrates that 
the legal framework of financial contracts is embedded in banks, firms and 
central banks and has implications for their behaviour. Yet he is also able to 
demonstrate that social relationships, underpinned through interlocking 
directorships, improved flows of information and reinforced trust 
relationships within financial groups. This had significant implications for 
bank-industry relations, especially in Sweden. Knutsen is also concerned 
with inter-institutional arrangements and demonstrates the extent to which 
the credit-based state-led system in post-1945 Norway became the basis for 
the government's industrial policy. In so doing he highlights the importance 
of a combination of the historical development of the Norwegian banking 
system and of government—bank relations in the moulding of industrial 
planning. Finally, Mary Rose, in exploring the 'politics of protection' in the 
British and American cotton industries, has highlighted the differing 
bargaining powers of cotton manufacturers over the protection of their 
industry. She demonstrates that the success or failure of campaigns for 
protection were critically dependent upon the surrounding political, social 
and economic environment and the potential of interest groups to influence 
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the outcome of elections. Her analysis demonstrates that the boundaries of 
the firm have important implications, not only for the efficiency of 
production and marketing, but for the success of rent-seeking lobbying as 
well. 

The essays in this volume demonstrate that it can be fruitful to apply 
institutional theory to business history. In addition, the volume shows that 
the wider study of the institutional environment is inseparable from the 
study of business. It is clear, however, that although 'institutionalism' in 
business history has a long pedigree, many areas of research and potential 
interraction with theory remain to be explored . The extent to which this will 
occur inevitably depends upon the degree to which the interests of 
theoreticians serve the needs of historians and vice versa. 

This volume demonstrates, on the one hand, that the processing of 
information within or between institutions is the basis of business strategy, 
while showing, on the other, the importance of social and political networks 
to inter-institutional relations. This highlights the need for a theory of 
business organisation which makes the institutiona] environment 
endogenous rather than exogenous. This would involve a movement away 
from an exclusive emphasis on contractual arrangements to one which 
highlights the impact which decisions within one institution or group of 
institutions have upon the rest of the system. Such theoretical development 
would involve the combination of existing theories of the firm with, for 
example, theories of economic policy formulation. It would then be possible 
to show how interactions between economic and political actors can impact 
on the organisation, strategy and performance of both business and 
government.” 

One of the consequences of making the institutional environment 
endogenous would be that networks and their social underpinnings would 
move from the periphery to the core of institutional theory. Moreover, it 
would ensure that the links with the other social sciences, which many 
theoretical economists look set to sever, would be strengthened. Business 
history, on the other hand, would be well served by such a development. It 
would provide an additional tool to help business historians build their own 
conceptual models to make sense of the complexities of the past and the 
present. 
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I 


For much of the twentieth century there have been complaints about the 
failure of economic theory to provide tools with which to analyse the 


| de development of business enterprise. While the neoclassical theory of the 
| Wy firm has enabled scholars to determine the impact of exogenous changes, 
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such as a tax or a subsidy, upon prices and quantities sold, it has provided 
few insights into the sort of changes that might occur to the structure and 
organisation of the firn during the equilibrating process. This is not 
surprising bearing in mind the assumptions underlying the theory and the 
mechanistic way in which processes are supposed to operate. With all 
feasible technologies, prices of inputs and production costs assumed to be 


: known by management, as are all future states of the market, then profit 


maximisation becomes a routine exercise. There is simply no scope for 
judgement and certainly no role for the innovating entrepreneur. 
Equilibration is a costless, timeless and riskless process, with the manager 
of the neoclassical firm no more than an automaton applying known 
techniques to achieve certain outcomes. 

Given the focus of neoclassical theory upon the equilibration of markets 
rather than the operation of firms, it hardly surprising that it has been 
regarded by business historians with a degree of frustration. Francis Hyde, 
writing in the early 1960s, was willing to accept that the use of economic 
theory might 'lift narrative from the level of the purely descriptive' but at 
the same time argued that theories that stressed simple profit maximisation 
as the basis for decision-making could be quite misleading.' Barry Supple 
was rather more positive, pleading for business historians to become more 
systematic in their approach, suggesting that they ought to 'pose a very 
rigorous and limited set of questions' and use economic theory to help them 
‘shuffle the facts of history into meaningful patterns’.? But what patterns 
might there be? The taxonomy employed by the neoclassical theory of the 
firm is not very helpful in this respect, the categories of perfect and 
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imperfect competition, oligopoly and monopoly being devised to explain 
equilibration under different market structures rather than the different 
organisational patterns or structures that might emerge to facilitate 
equilibration. From the comparative static perspective of the neoclassical 
economist, how or why firms might change over time and what effect this 
might have on output is irrelevant. 

The new institutional theory of the firm, by way of contrast, is very much 
concerned with the relationship between organisational structures, resource 
allocation and the processes of equilibration. Drawing on some of the 
contextual features of the old institutional economics while retaining the 
methodological individualism underpinning neoclassical economics, the new 
institutional theory of the firm seeks to explain what determines the 
boundaries of the firm and the appropriate system of governance. The focus 
of analysis is the transaction and the context within which transactions take 
place. The regularity of the exchange process, the type of assets supporting 
exchange, uncertainty and the cognitive limits of human actors, and the 
mores and values of society are all incorporated to generate predictions 
concerning what institutional or organisational structure might be adopted 
under a given set of circumstances. The general presumption is that the lower 
the level of transaction costs vis-à-vis other costs, the greater the likelihood 
that resource allocation will take place within markets rather than firms. 

The new institutional theory of the firm has undoubtedly provided 
business historians with a welcome set of tools with which to 'shuffle the 
facts of history into meaningful patterns'. It has been applied to the 
emergence of early chartered companies, the factory system, the 
organisation of large corporations, the growth of multinationals and 
questions of franchising and monopoly. Yet while insights have been gained 
the new theory is subject to a number of limitations. Amongst the more 
serious are a failure to identify transaction costs in an operationally 
satisfactory way, an inadequate treatment of innovatory or evolutionary 
processes, and a disregard for the importance of strategy when selecting 
organisational modes. The remainder of this essay reviews the development 
of the new theory, examines some of the methodological and empirical 
problems encountered, and discusses the ways in which the blending of the 
transaction costs and capabilities approach of new institutiona] and 
evolutionary theorists provides fresh insights into how the boundaries of the 
firm might change over time. 


II 


The new institutional economics, of which the new institutional theory of 
the firm constitutes the core, is regarded by most practitioners as emanating 
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from the work of John R. Commons and Ronald Coase? Commons, a 
leading institutionalist writing in the 1930s, regarded the transaction as the 
basic unit of analysis. For him the institution was 'a going concern which 
engages in a series of transactions within the guidelines of a set of working 
rules’.* Transactions might be rationing transactions concerned with the 
allocation of benefits within society, managerial transactions or transactions 
involved in the exchange of property. Production and distribution, within 
the state or the firm, is harmonised by rule-guided internal governance 
which constitutes an alternative to court-ordered solutions.’ 

While institutions, of which the firm is a prime example, may be seen as 
a relatively efficient means of co-ordinating transactions, to what do they 
owe their ongins and scope? Commons argued for an evolutionary process, 
with collective action on the part of ordinary people, such as businessmen 
and labourers, resulting in the deliberate creation of institutions designed for 
particular purposes.‘ For Coase, trained in neoclassical economics, the 
Origins of the firm lay not in collective and purposive action but in the 
response of individuals to the costs of transacting business. ‘The main 
reason why it is profitable to establish a firm would seem to be that there is 
a cost of using the price mechanism’.’ Of course, the internalisation of 
activities does not completely eliminate the cost of transacting in the 
market-place, for goods and service still have to be bought and sold, but the 
producer will enter into far fewer contracts with respect to inputs and 
outputs. The management or co-ordination of production is not costless, 
however, and Coase, reflecting the contemporary orthodoxy of the 1930s, 
couched his argument in a way that was consistent with notions of 
managerial diseconomies of scale. Consequently, he saw the boundaries of 
the firm as being determined by the simple application of the marginal rule, 
with the producer continuing to internalise activities up to that point at 
which the cost of management equalled the cost of transacting in the 
market-place. 

These early contributions provided the basis for a more realistic theory 
of the firm in which the development of working rules, incorporating both 
general and firm-specific cultures, and the evolution of governance 
structures might help to explain how firms and markets grow. However, for 
the next two decades neoclassical economists were concerned not with the 
effect that values, rules and governance structures might have upon the 
boundaries of the firm but whether firms maximised profits. Empirical 
research by Hall and Hitch in the late 1930s demonstrated that practical 
businessmen followed full cost rather than marginal cost pricing and that 
normal rather than maximum profits were sufficient for them to stay in 
business.’ Interest in what businessmen actually did was brief, however, 
with the famous debate between Alchian and Friedman concentrating on 
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outcomes rather than processes. That businessmen set prices by rules of 
thumb and did not consciously maximise profits was irrelevant. Striving for 
profits, Friedman argued, was an instinctive process, and the competitive 
process would ensure that in the long run only those whose instincts led 
them to maximise profits would survive.’ 

Dissatisfaction with the theory of the firm and its central postulate of 
profit maximisation persisted, however, and during the 1950s a number of 
scholars led by March and Simon began to investigate behaviour in 
Organisations. Once again the concept of the firm as a collective 
Organisation was introduced, with attention paid to the ways in which 
conflicting objectives might be resolved and transformed into goals. More 
importantly for subsequent theorising, March and Simon also explored how 
efforts were made to push back the cognitive limits of the individual by the 
introduction of systems, structures and rules so that it was possible to 
assimilate and act on the large amounts of information necessary for the 
firm to meet goals and adapt to changing circumstances." The work of the 
behaviouralists, especially the notion that 'the cost of obtaining and 
processing information meant that satisficing and rule of thumb strategies 
would be followed', was not well received by an economics profession still 
wedded to the view that firms which did not maximise profits would not 
survive." 

The traditional view became increasingly difficult to sustain, however, 
as neoclassical economists began to pay closer attention to the shortcomings 
of managerial capitalism. A major blow was struck by Baumol in a 
celebrated work which argued that following the divorce of ownership from 
control, management was likely to exploit information asymmetries to 
pursue its own goals, especially the goal of sales maximisation, subject to a 
minimum profit constraint.” The idea that information asymmetries might 
be exploited was taken further by Marris, who suggested that profits might 
be diverted by managers to support long-run growth, albeit at the risk of 
takeover." Yet, true to their neoclassical roots, these writers did not delve 
deeply into the workings of large corporations and ask whether their 
governance structures were capable of supporting growth. For most 
managerial theorists, it was sufficient that the discipline of tbe capital 
market worked effectively, with wayward managements being subject to 
ejection via hostile takeovers.” 

Few would regard the capital market as other than a blunt instrument 
limited in scope, and so the question remained as to how the principals of 
firms effectively controlled their agents. Control took on two dimensions, 
for it was important that principals not only prevented agents from using 
resources for their own ends but they also ensured that resources were used 
efficiently. For Alchian and Demsetz, the problem was sufficiently 
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important for them to argue that shirking — rather than transaction cost 
minimisation — provided the rationale for the firm. To ensure that the gains 
from team (firm) production were not dissipated, they argued that it would 
pay team members to appoint a monitor with the power to negotiate input 
contracts and discipline those who shirked. In recompense, the monitor 
would receive the residual profit stream after input suppliers had been paid, 
effectively becoming the owner of the firm." 

The proposition that the firm was little more than a nexus of contracts 
afforded an interesting, if ahistorical, perspective on the origins of the 
owner-managed firm. It also took the debate back to the work of Commons, 
who saw the going concern as an institution that harmonised individual 
transactional activity through collective action that was based on rules, both 
formal and informal. Yet Alchian and Demsetz had little new to say about 
the internal workings of the firm, merely offering brief comments about the 
rules, values and routines necessary to support efficient contracts and the 
need for control systems to be modified if owner-managed firms were to 
grow. Not that the concept of growth would appear to be terrribly 
meaningful, given their view of the firm as nothing more than a particularly 
dense intersection of contracts with necessarily fuzzy boundaries.'* More 
seriously, their presumption that efficient contracts providing for all 
contingencies (including re-contracting) might be written without too much 
difficulty and that enforcement would be unproblematical led them to 
minimise the effects that transaction costs might have upon the scope and 
structure of business enterprise. 

That Alchian and Demsetz should fail to consider how contracting 
difficulties might affect the boundaries of the firm seems a little surprising, 
given Coase's 1960 article concerning social costs and the substantial 
literature on the role of institutions in the presence of market failure that 
ensued." Indeed, they explicitly rejected imperfect knowledge and 
unforeseen circumstances as providing any rationale for the existence and 
organisation of the 'classical firm'. The new institutional theory of the firm 
that was to follow turned this position on its head, arguing that in many 
instances the growth of the firm was designed precisely to overcome market 
failures, especially the costs and difficulties of transacting in markets under 
conditions of uncertainty. 


III 


The theoretical framework for much of the new institutional economics was 
first developed by Oliver Williamson in Markets and Hierarchies, 
published in 1975 and refined in The Economic Institutions of Capitalism, 
which appeared ten years later.” Williamson, following Commons, viewed 
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economic activity as a series of transactions taking place within a 
framework of working rules and, following Coase, saw the locus of 
transactions moving out of the market-place and into the firm when the cost 
of contracting in the former was relatively high. Yet to raise Coase’s 
observations beyond the level of tautology, it was important to identify 
those factors that raised the search, negotiation and enforcement costs 
incurred in a market transaction. 

Williamson, drawing on the work of Simon and other behaviouralists, 
attributed the existence of high transaction costs to the existence of two 
behavioural characteristics, bounded rationality and opportunism, together 
with two environmental features, small numbers bargaining and complexity 
linked with uncertainty. Bounded rationality comes about because ‘the 
capacity of the human mind for formulating and solving complex problems 
is very small compared with the size of problems whose solution is required 
for objectively rational behaviour in tbe real world'. Opportunism is 
encouraged by information asymmetries and refers to a lack of candour or 
honesty in transactions, to include ‘self-interest seeking with guile’.” 

When large numbers of repeat transactions take place in a competitive 
market-place opportunism poses little risk, as the competitive process is 
inimical to opportunistic behaviour. However, when repeated contracting 
results in multilateral trades being transformed into bilateral trades 
engendering semi-permanent relationships, opportunism may become a 
problem if one party seeks to gain advantage over the other. If rationality 
were unbounded, then all contingencies, including opportunistic behaviour, 
might be addressed through appropriately written contracts. In the absence 
of opportunistic behaviour, problems arising because of complexity and 
uncertainty might be adequately dealt with by re-contracting as they occur. 
It is the linking of bounded rationality with opportunism that provides the 
critical spur for bringing transacting parties within the ambit of one firm, 
with opportunism being put aside in the pursuit of joint profit maximisation. 

The problems of bounded rationality and opportunistic behaviour are not 
magically solved by internalisation, however, as the work of behavioural 
and managerial theorists makes abundantly clear. Williamson, building on 
Chandler's empirical work," argued that divisionalisation and the 
development of other control] systems help to mitigate internal market 
failures. Moreover, the pursuit of sub-goals by divisional management 
might be constrained by appropriate adjustments to governance structures. 
In many cases the multi-divisional corporation acts as a mini-capital market, 
the creation of divisions as profit centres providing both a monitoring 
mechanism and a yardstick by which bead office can allocate resources. 
Head office, having intimate knowledge of a particular sector and detailed 
knowledge of its own operations, is better able to make an informed and 
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expeditious decision with respect to investment, both routine and strategic, 
than external capital markets.” Failure by head office to ensure efficient 
resource allocation will result in takeover as the capital market disciplines 
errant management. 

The theoretical propositions advanced in Markets and Hierarchies were 
supported with examples drawn from economic history, although the 
hypothesis that the locus of economic activity was determined by the 
comparative transaction cost properties of firm and market was not 
systematically tested. Empirical support was ultimately forthcoming in 
Williamson's 1980 article, which sought to demonstrate that the triumph of 
Adam Smith's pin factory over putting-out was due to its superior 
transaction cost properties.? The inability to develop a methodology that 
allowed the costs of firm and market to be compared, together with 
questionable interpretation of historical data, weakened Williamson's case.” 
More seriously, the article demonstrated that the transactions cost 
hypothesis was still no more than a tautology, for it lacked the elements that 
might indicate, in advance, whether putting-out or the factory was likely to 
be preferred. 

In 1981 Williamson added a new condition to provide his model with 
predictive capabilities.” The condition, asset specificity, refers to the extent 
to which a particular investment might be used for alternative purposes, the 
lack of alternative uses raising the scope for opportunistic behaviour 
amongst contracting parties. Asset specificity initially referred to physical 
assets, but by 1988 had been refined to include investments in sites, 
additional plant, brands and human capital.5 Contracts providing 
employment for such investments can be written ex ante although ex post 
opportunistic activities on the part of either buyer or seller, especially a 
refusa] to transact unless contract conditions are renegotiated, might 
discourage ex ante investment. Consequently, ‘where asset specificity is 
great, buyer and seller will make special efforts to design an exchange 
relation that has continuity properties'." The ability to identify degrees of 
asset specificity enabled Williamson to specify the occasions when markets, 
firms, or some intermediate governance structure, such as a joint venture 
(trilateral governance), are likely to be preferred. As a rule non-specific 
investment will result in market governance while specific or idiosyncratic 
investment and recurrent transacting will result in firm (or unified) 
governance. Where transactions are infrequent and the level of asset 
specificity mixed or high, such as purchasing customised equipment or 
constructing a plant, trilateral governance might be optimal with disputes 
between contracting parties going to arbitration (see Figure 1). 
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FIGURE 1 
EFFICIENT GOVERNANCE 





Source: O.E. Williamson, The Economic Institutions of Capitalism (New York, 1985), 
p.79 


From the preceding argument it follows that, in the absence of asset 
specificity, bounded rationality and opportunism no longer constitute a 
problem, as re-contracting can take place relatively costlessly. The 
implications are far-reaching, for it would now appear that in most types of 
exchange there is little reason for the firm to supplant the market. Asset 
specificity, therefore, adds significantly to the predictive power of the new 
theory of the firm although at the cost of general applicability, for the 
revised theory now focuses not on why firms exist, but why large, capital 
intensive firms might be vertically integrated. 


IV 


The old institutional economics was concerned with the processes of 
change, the way in which working rules adapt to changes in values and 
environment to give expression to new institutional forms. Despite adopting 
the label ‘institutional’, it is clear that the Williamsonian brand of the new 
institutional economics draws its inspiration not so much from the 
evolutionary approach of Commons as from the choice theoretic method of 
Ronald Coase. The choice of organisational mode, be it firm, market or 
some intermediate transactional form, is essentially an exercise in 
comparative statics in which all feasible modes — and their cost implications — 
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can be identified in advance. Thus presented, the new institutional theory is 
merely an extension of the neoclassical theory of the firm in which the 
choice of mode may be incorporated as part of a mathematical optimisation 
exercise.” 

For optimisation to occur it is essential that transaction costs are 
identified and measured in advance, a task not easily accomplished. 
Williamson accepts that transaction costs have ‘a well deserved bad name, 
as ... there is a suspicion that almost anything can be rationalised, by 
involving suitably specified transaction costs’.” Typically transaction costs 
have been identified as the ex ante costs of search and negotiation and ex 
post costs of enforcement. The costs of using markets might be relatively 
easily identified even if ex post costs can only be roughly estimated. It is far 
more difficult to estimate the costs of firm governance since the costs of 
utilising internal markets have to be identified, broken down and evaluated 
in such a way as to make valid comparisons possible. 

A major problem faced when identifying the costs of utilising internal 
markets (which are referred to in the literature as governance, management 
and co-ordination costs) is that resources, both staff and plant, are 
frequently employed in co-ordinating flows between technologically 
separable stages (a quasi-market function) and production. Functional 
specialisation and divisionalisation in multi-product firms may help to 
identify costs, but questions concerning matters such as the apportionment 
of overheads, and whether adaptive activities such as reconfiguring product 
flows and characteristics to meet customers’ needs is a Management or 
production activity, still remain. In any event, internalisation does not do 
away with transaction costs in their entirety, as a firm still has to purchase 
inputs and sell outputs. Embodied in purchased inputs are the supplying 
firms’ Own management and production costs, and a comparative 
assessment of these also should also be factored into the decision making 
process.” Thus it is conceivable that even with zero transaction costs if 
might still be cheaper for a firm to integrate backwards if its internal 
management and production costs are lower than those of suppliers. 
Similarly, a firm might integrate downstream if it possesses a comparative 
advantage in management and production costs when compared to 
downstream establishments. 

Transaction, management and production costs are therefore incurred to 
a greater or lesser extent whether a product is made, bought or sold, the 
choice of organisational mode being in the nature of a trade-off between 
various costs. Sometimes the choice between buying or making will be 
Straightforward, but on many occasions there will be difficulties in 
measuring and identifying relevant costs. Indeed, it has been argued that, 
given the existence of complexity and uncertainty in conjunction with 
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bounded rationality, decision makers are necessarily incapable of making a 
fully informed choice between alternative organisational modes.” They 
will, in any case, wish to incorporate in their decisions expectations 
concerning future costs, demand shifts, capacity utilisation, the prospect of 
new technology, factor availability and other elements excluded by the 
comparative static model. The decision whether to internalise or not is 
therefore not a nice matter of calculation, but a function of judgement and 
experience, which will include both an estimate of comparative costs and 
levels of risk involved. What is required for action under these 
circumstances are a set of decision rules that have evolved over time and an 
entrepreneur prepared to bear risk under conditions of uncertainty and able 
to devise innovatory solutions when opportunities arise. The enterpreneur, 
however, is necessarily excluded from Williamson’s well specified 
comparative static world. 

The movement from the richer, if somewhat descriptive, model of 
Williamson’s earlier years to the more parsimonious and predictive model 
characterised by asset specificity does away with some of the problems of 
identifying and computing costs. As we have seen, without high levels of 
asset specificity there is no rationale for vertical integration as in the event 
of opportunism asset owners can easily transfer their resources to 
alternative uses. Alternatively, ‘where asset specificity is great, buyer and 
seller will make special efforts to design an exchange relation that has 
continuity properties’. 

Yet how does one measure the degree of asset specificity, especially 
where human asssets are involved, what level do potential losses have to 
reach before integration is warranted, and what is the relationship between 
the degree of asset specificity and losses sustained? While any competent 
accountant might be able to compare the salvage value of a physical asset 
with its book replacement value, it is rather less straightforward to estimate 
the difference between a hypothetical income stream that might eventuate 
were such assets to be placed in their next best use and the income stream 
forgone. The losses involved in redeploying less tangible types of asset 
would necessarily be more difficult to assess. In any event, redeployment 
would represent a last resort and losses sustained would constitute an 
absolute limit. If the management believed that hold-up was likely to take 
place irregularly and/or be of short duration, losses might be both trivial and 
sustainable, obviating any need for integration. Certainly there would 
appear to be many instances of industries where the degree of asset 
specificity would appear to be great, yet vertical integration is not the 
norm.” Indeed, Williamson recognises that the predisposition to buy rather 
than make is greater in Japan than the United States, but has little to say 
about the system of business networks, cultural values and organisational 
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practices that significantly reduce problems of intentional or unintential 
hold-up.” 


V 


Despite the limitations of the asset-specificity approach, the traditional view 
that the boundaries of the firm are essentially determined by technological 
non-separabilities has nevertheless been successfully overturned by 
Williamson, who has rightly insisted that one has to take account of 
transaction and governance costs as well as the physical characteristics of 
the productive process. Yet it is clear from our previous discussion that, 
even in the short run, the choice between markets and hierachies is far from 
clear-cut, while the mix of organisational forms to be adopted in the long 
run is outside the purview of the Williamson model. Necessarily, his 
comparative static approach is incapable of providing insights as to how the 
interplay of strategy and structure might affect the future boundaries of the 
firm or what might be done to preserve and enhance competitive advantage. 
This inability to deal with process reflects the neoclassical roots of 
Williamson and the agency theorists whose ideas provide the underpinning 
for much of the new institutional economics. 

Like the old institutional economics, however, the new institutional 
economics is a far from unified school of thought. Thus, at the same time 
that Williamson was developing his transactions cost approach, G.B. 
Richardson began to explore the boundaries of the firm by relating it to the 
capabilities or resources available to each enterprise. From the start, 
Richardson rejected the market and hierarchies dichotomy as a gross 
oversimplification, arguing that it was far more realistic to view industrial 
activity as 'a dense network of co-operation by which firms are 
interrelated'.? Co-operation, sustained by shareholding, long-term 
contracts, or merely goodwill, is the norm as far as Richardson is concerned, 
with notions of obligation and assurance permeating and supporting large 
networks of suppliers and customers in all but the most impersonal of 
markets. This is not to say that opportunism and hold-up are absent, but 
given the social context of economic activity, a combination of existing 
mores and values and the need to maintain reputation reduces the need for 
any permanent association to mitigate the effects of opportunism, and so on. 

Far more important for Richardson in determining the boundaries of the 
firm are capabilities or resources available to a particular enterprise. 
Production requires access to an appropriate bundle of capabilities if a firm 
is to operate competitively, with the scope for expansion circumscribed by 
the nature of those capabilities and the extent to which they are utilised. In 
this respect, Richardson's view of the firm is similar to that of Penrose, his 
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notion of capabilities including the knowledge, skill and experience 
embedded in an enterprise, as well as a command over the necessary 
material and technica! resources. Firms specialise in those ‘activities for 
which their capabilities offer some comparative advantage’, buying from or 
selling to firms with a different bundle of capabilities. Where the activities 
of firms are closely complementary but the capabilities required dissimilar, 
then it makes sense to match complementary activities not by integration 
but by co-operation. Co-operation may come close to direction where one 
firm is the dominant partner, but in terms of ownership the two enterprises 
remain distinct. Only where large numbers of buyers or sellers provide a 
stability of demand or supply might transactors eschew co-operation and 
rely solely upon the operation of impersonal markets. 


VI 


Richardson believed a special type of co-operation or co-ordination to be 
necessary where the transfer of technology is concerned, not only so that a 
licensee is able to receive assurances about the future use of a proprietary 
technology by the licensor and others, but also to ensure that the technology 
is used effectively. Thus technological transfer might require not only 
possession of a licence and blueprints, but also technical assistance in the 
form of essentially idiosyncratic knowledge fundamental to successful plant 
operation. 

The difficulties inherent in the transfer of idiosyncratic proprietary 
knowledge was first raised by Hymer, who suggested that the emergence of 
American-owned plants in Britain was due to problems associated with 
effectively transferring technical knowledge via the licensing process.” 
However, it was left to scholars such as Buckley and Casson to develop a 
more general theory of internalisation, the central thrust of which is that 
idiosyncratic knowledge, that is, the skills, knowledge and experience that 
often constitute the core capabilities of a firm, is sometimes impossible to 
codify, transfer and control via normal contractual means." Because of the 
high transaction costs involved in the transfer of idiosyncratic knowledge, 
firms wishing to expand in different countries might be obliged to establish 
subsidiaries abroad if they wish to maximise the firm-specific rents 
generated by their particular bundle of capabilities. 

Transaction cost considerations, therefore, are an important factor in 
determining whether it is appropriate for a firm to export, license abroad, or 
establish foreign subsidiaries. Generally speaking, the problems involved in 
transferring idiosyncratic knowledge are likely to be greatest in high- 
technology industries, although it is clear from the number of low- 
technology and service multinationals that non-tangible capabilities 
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embedded in the routines and culture of such enterprises constitute 
important rent-yielding assets. Such routines and culture offer a guarantee 
of quality which, when associated with brands or reputation, generate 
custom and enhance rents. Moreover, given the ease with which low- 
technology processes might be emulated abroad and the fact that such 


» processes and their products might not be adequately protected by patent or 


trademark law, low-technology corporations have every incentive to supply 
overseas markets via foreign subsidiaries in order to exploit first-mover 
advantage. 

Of course, difficulties in codifying and licensing know-how do not 
constitute the only rationale for multinationals, especially for vertically 
integrated operations where activities at different stages of production may 
require complementary rather than similar capabilities. Teece has suggested 
that vertical integration might be appropriate if the development of a 
transaction-specific asset in country X occurs at a time when the asset 
owner believes there is limited scope for judicial redress or re-contracting 
in the event of hold-up by a sole supplier in country Y.* Nevertheless, it has 
to be recognised that vertical integration may take place to accommodate 
other institutional features, such as international differences of taxation, 
tariffs and barriers to the repatriation of foreign-held funds, as well as 
subsidies and joint venture incentives offered by host nations. These 
institutional features, together with relative production, transaction and 
transportation costs, are all variables that have to be considered when 
deciding whether internalisation is an appropriate strategy. 


VI 


The internalisation approach of trade theorists, which combines the 
concepts of capabilities, transaction costs and other institutional features in 
a decidedly eclectic manner, provides a far more comprehensive framework 
for analysing the processes of horizontal and vertical integration than 
Williamson's. Yet while possible future states of the world may be 
considered when strategic decisions are being taken, internalisation theory 
has little to say about the way in which the capabilities of firms may change 
over time, or how such changes might affect the decision set facing 
management, 

The activities open to a firm are necessarily constrained by the bundle of 
capabilities or resources available to a firm at any particular time: As we 
have seen, capabilities are made up of the tangible assets of the firm, which 
might easily be replicated elsewhere, together with the intangible and 
idiosyncratic assets in the form of the skills and knowledge embedded in the 
routines, culture and collective memories of employees. Capabilities are 
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synergistically related in that, together, they are able to produce an output at 
lower cost than if deployed separately, and it is this that provides the firm 
with its competitive advantage. However, as Richardson has observed, no 
firm is an island, and to operate effectively an enterprise requires regular 
and convenient access to complementary assets supplied by other firms, 
each of which has its own particular bundle of capabilities. In certain 
instances the activities or output of a firm may be highly circumscribed by 
its resource base, although in practice many firms can produce a wide range 
of outputs, as wartime redeployment amply demonstrates.” What the firm 
actually produces is open to the discretion of owners and: management, 
although rationally output decisions should be based on matching 
capabilities with demand conditions. 

Capabilities, however, are rarely stable for any length of time, because 
as time passes people in organisations learn how to perform their tasks more 
efficiently, with processes of trial and error in discharging certain functions 
being replaced by known routines which are subsequently refined and 
adapted according to need. The result of organisational learning, as Penrose 
stressed many years ago, is that fewer managerial and other resources are 
required to produce a given output, thereby enhancing the overall 
capabilities of the firm.” Whether the firm reinvests surplus resources in 
existing lines of business, diversifies, or attempts to sell the services of 
surplus assets to other firms depends on the state of demand in existing 
markets, whether its capabilities can be profitably deployed in new 
industries, and its ability to conclude contracts effectively and economically 
for highly idiosyncratic and intangible resources. Where routines are 
separable then the transfer of intangible resources via an individual or teams 
may be feasible, but there will be occasions when ‘external transfer beyond 
an organization's boundaries may be difficult if not impossible, since taken 
out of context an individual's knowledge of a routine may be quite 
useless'." Faced with high transaction costs, the owners of a firm must 
consider whether they should use surplus resources by extending the 
boundaries of their firm or shed those resources with or without recompense 
to themselves. 

The boundaries of the firm may also change as additional core 
organisational capabilities are developed as part of a strategy to maintain 
competitive advantage. This is essential for survival because, as Robertson 
and Langlois point out, while individual firms may become increasingly 
capable over time, other firms will also become more capable as techniques 
pioneered and translated into routines by innovators are learnt and adapted 
by imitators. Idiosyncratic core activities that, in the short run, are 
incontestable, thus become completely contestable in the long run, with 
capabilities diffusing 'completely into the market, leading to full 
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specialisation and vertical disintegration'.? In other words, transaction 
costs, which initially helped to determine the boundaries of the firm, 
progressively diminish over time as routinised capabilities which hitherto 
conferred firm-specific advantages become ever more widely distributed 
through industry. 

The successful firm must therefore develop new strategies and generate 
new capabilities if it is to retain its competitive advantage and continue to 
extract rents. The choice of new strategies is almost inevitably conditioned 
by the original resource base of the firm together with the structures and 
routines that have developed to accommodate past strategies. There is 
consequently an element of path dependency in the way in which strategy 
usually evolves. Successful firms, however, are also learning firms, with 
routines established to ensure that not only does an enterprise move quickly 
along its learning curve so as to exploit its current capabilities but that it also 
remains alert to the possibility of exploiting new opportunities where they 
arise. In high-technology enterprises the bulk of such activity might take 
place in R & D departments, but to make the most of such opportunities 
both the structure and culture of the firm have to be supportive of learning 
and change. 

The creation of new firm-specific advantages may require not only the 
development of capabilities within an enterprise, however, but also the 
paralle] development of the capabilities of suppliers and distributors if the 
full fruits of technical or organisational innovation are to be appropriated. 
Such systemic change might be achieved relatively costlessly through close 
co-operation within a well functioning network, but the possibility exists 
that a firm either inside or outside the existing network will be unwilling to 
or incapable of developing the requisite ancilliary assets. Part of the 
resistance may be the result of the innovator being unable to communicate 
the new requirements to a potential supplier or distributor in an easily 
comprehensible way, due to the novel or highly idiosyncratic nature of the 
changes called for. Given this transactional bottleneck, the innovator may 
be obliged to enlarge the boundaries of the enterprise and undertake the 
requisite activity itself. In addition, the innovator may take further positions 
in complementary and co-specialised assets to ensure that newly created 
rents are not appropriated either by imitators or through hold-up. The costs 
of acquiring these ancilliary capabilities, together with the 'costs of 
persuading, negotiating, coordinating and teaching outside suppliers', have 
been termed ‘dynamic transaction costs’ by Langlois and Robertson.” A 
capability that allows an enterprise to economise on dynamic transaction 
costs has obvious implications for competitive advantage, the growth of the 
firm and the return on funds. 


24 INSTITUTIONS AND THE EVOLUTION OF MODERN BUSINESS 


VII 


The new institutional theory of the firm has been hailed as a welcome 
attempt to prize open the black box of the neoclassical firm, showing 
conclusively that organisation matters. Certainly the concepts of transaction 
costs, bounded rationality, opportunism and asset specificity, moved to the 
centre-stage of industrial organisation by Oliver Williamson, have proved 
helpful to business historians in their attempts to analyse and understand the 
economic behaviour of firms. The main deficiency of his work, however, is 
that the comparative static neoclassical approach is both too ahistorical and 
too limited to explain all but a small proportion of business behaviour. The 
cboice theoretic framework which focuses on transaction cost economising 
under given circumstances ignores the processes of growth or the way in 
which new choice sets evolve. As Lazonick has observed, Williamson 
conspicuously fails to comprehend the dynamic interaction between 
organisation and technology so crucial to an understanding of strategic 
development and structural change." 

By way of contrast, the linking of transaction cost economics to the 
notion of firm-specific advantages by trade theorists, and the view of the 
more Austrian wing of the new institutional economists that firm-specific 
advantages are derived from a bundle of capabilities, has provided valuable 
insights into what firms are and how they might grow.* An appreciation of 
transaction costs is central to an understanding of these processes, being a 
key factor in determining the boundaries of the firm and the way in which 
firm-specific advantages might be preserved or dissipated over time. 
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Competitive Advantage within the Yorkshire 
Woollen Industry, c.1700—1850 
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Although the British industria] revolution has been the subject of immense 
debate, there is much that we do not understand about the actual experience 
of key regions like the textile district of the West Riding of Yorkshire.’ 
While economic development is now usually seen as an evolutionary 
process rather than a series of largely autonomous revolutions, the 
remarkable performance of areas like Yorkshire in the eighteenth and early 
nineteenth centuries still leaves a sense of rapid and far-reaching upheaval 
that has no generally accepted explanation. In 1700 the modern county of 
West Yorkshire was a relatively backward producer of poor quality woollen 
cloth, and its main English rivals, East Anglia and the West of England, 
seemed to be increasing their dominance of the industry. By 1850 Yorkshire 
had won undoubted world leadership in most wool] textile sectors, and had 
done so with no apparent factor cost advantage.’ It is a classic example of 
what Mokyr has called a ‘technologically creative’ society,’ but during most 
of the eighteenth century its competitive advantage was based on combining 
the best of its own traditions with copying and borrowing new products and 
processes from any available source rather than on new technology. 

In the long run the woollen sector was the most consistently successful 
sector of the industry, yet technology was introduced particularly slowly 
here, the domestic system remained important, and products stayed close to 
traditional norms. Worsteds achieved enormous growth in the mid- 
nineteenth century, but thereafter struggled to cope with international 
competition and protective tariffs, while woollens quietly and 
unspectacularly continued to increase production and win markets around 
the world.* Technology and factories were thus part of a more broadly based 
dynamism, not a prime cause of success in their own right, something which 
is typical of modern industrial districts Porter has pointed out that 
competitive advantage today derives largely from highly localised clusters 
of dynamic industries, and that their success cannot be understood by 
analysing national accounts.* À close examination of the structure of the 
Yorkshire woollen industry between 1700 and 1850 is therefore worthwhile 
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both for its own sake and for the light it may cast on the nature of dynamic 
clusters in general. Certainly it was not a model which depended on some 
special local factors, for the striking resemblance it bears to the Philadelphia 
textile industry of the nineteenth century is no coincidence. The main study 
of this neglected industry takes as a prime example of American 
entrepreneurship the Schofield family, who were emigrants from the 
Yorkshire woollen manufacturing parish of Saddleworth.’ Heaton has 
recorded many strong and direct links that existed between America and the 
Yorkshire woollen area in general (and Saddleworth in particular) around 
1800, and such men as the Schofields seem to have felt equally at home on 
either side of the Atlantic.’ 

Recent work on the Italian industrial districts stresses the central role 
played by communities and the deep-rooted cultural matrices they 
supported among entrepreneurs.” The central issue of this study is the 
similar role played by social and economic institutions in Yorkshire. They 
supported, shaped, helped to spread, and yet also limited organisational and 
technological change. Above all else they facilitated the processing of 
market information to create highly effective production strategies. The key 
to this in the eighteenth century was the widespread use of cloth halls 
controlled by voluntary trusts, which linked an aggressive and effective 
merchant group to a flexible production network of several thousand 
independent clothiers working mostly from their own homes. This created 
an open and apparently atomistic business structure that accepted change 
while still retaining a strong sense of tradition as a vital part of business. 
Randall has argued that communities in the West of England industry had a 
commitment to a traditional moral economy which gave them a strength that 
Yorkshire textile communities lacked when faced by modernisers eager for 
innovation." It seems more productive, however, to ask if the West 
Yorkshire system was flexible rather than weak. The Yorkshire woollen 
district should be seen as a self-organising system which preserved a 
modified vision of the older moral economy while rejecting the hierarchical 
and centrally controlled production and marketing systems which 
characterised its main English competitors. By doing so it not only stole 
their trade, but built up its own to unprecedented levels. 

Certainly, with neither a sense of outside control nor general 
immiseration, any version of the conventional proto-industrial route to mass 
production is untenable, even though rich and powerful merchants, putting- 
out, and poor families working entirely for wages certainly existed." 
Indeed, virtually anything that has been identified with failure in other areas 
can be found somewhere in the West Yorkshire textile area, which draws 
attention to its complexity and diversity. This has been commented on 
before, but it is one of those aspects of the area's history which has not been 
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explored in depth, and recent work on complex, non-linear systems in other 
fields suggests that in itself this may help explain the creativity and 
dynamism that set the area apart from its southern rivals. Ascertaining 
whether it is a significant factor is best achieved by building a comparative 
approach into a local and detailed study and this has been achieved by 
focusing on the eight townships that made up the ancient parish of Birstall. 
Tong, Drighlington, Hunsworth, Gomersal, Wyke, Cleckheaton, Livers- 
edge, and Heckmondwike together covered almost 14,000 acres in the 
centre of the ring of West Yorkshire textile towns, and they developed in 
radically different ways despite starting with a shared natural endowment 
and social structure. Tracing this divergence can help us understand much 
that is distinctive about West Yorkshire’s success. 


II 


Birstall shows few of the natural features typically associated with textile 
production in the Pennines, for it is on the coal measures rather than the 
millstone grit. There is no rugged moorland, and sheep never played a 
significant part in local agriculture. Underground aquifers provided an 
ample water supply, but there were few streams and no fast-flowing 
torrents. Its soil and climate made it unsuitable for extensive arable 
cultivation, but wheat could be grown in places and the remnants of 
common field systems still existed in 1800. The typical farm was the 
compact holding preferred by all West Yorkshire clothiers and it was used 
to support manufacturing activity rather than for self-sufficiency. Just under 
the surface was coal, fireclay and iron, all limited in quantity but ample for 
carly-modern needs and of excellent quality. All had been exploited from an 
early date, so that by the eighteenth century Birstall had a very diversified 
economy which was led by textiles but not defined by them.” 

Birstall lay across the main trans-Pennine trade route of the eighteenth 
century, which linked York and Leeds to Manchester and Liverpool, and it 
had easy access to several lesser routes. If undue stress is placed on the 
upland character of the Lancashire and Yorkshire textile regions their 
location around such natural lines of communication can be overlooked. As 
there are few crags and the hills are relatively low and rounded, the 
watersheds between the major valleys (especially those between the rivers 
Aire and Calder, and the Calder and Colne) form long, continuous ridges 
that make very effective strategic communication routes between the 
estuary of the Humber and those of the Mersey and the Dee.” At least from 
Roman times these routes were of great significance, and they still carry all 
the most important road and rail links across the Pennines today." Thus, far 
from being isolated, manufacturers in Birstall were linked to York (a 
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primary centre of the medieval cloth industry), to excellent ports, and to nich 
agricultural areas. Involvement in commercial manufacturing was a natural 
development which in tum stimulated substantial population growth. A 
progressive commercialisation of the agricultural areas further and further 
to the east meant that the industrial workers could always be fed, and since 
there was no real urbanisation before the nineteenth century, small rural 
settlements and farmsteads simply multiplied across the extensive 
commons, wastes and moors. 

Though there were many poor people, perhaps a ninth of the population 
of the clothing districts near Birstall enjoyed modest prosperity and security, 
a high proportion for the time. This group constituted a well-developed and 
self-aware ‘middling sort’ in the early-modern period." There were very 
few resident gentry or aristocracy because low agricultural productivity had 
prevented the growth of any such group in medieval times. As 
manufacturing began to push rent rolls up it was natural for absentee 
landlords to look tolerantly on the social change that this implied.'* The 
normal mechanisms of social control from above thus became highly 
attenuated in many places, though they were never completely absent." 
John Smail has shown that deference remained a force in the eighteenth 
century, but it had to be earned rather than inherited, and over large stretches 
of the clothing districts the alliance between the local church and state that 
was so powerful elsewhere in rural areas never materialised." 

Parishes had never been divided since medieval times and many were 
enormous, with Halifax the largest in England. Nonconformity had been 
strong among enterprising families since the seventeenth century, and since 
one of the two chapels of ease in Birstall was paid for by its congregation, 
nonconformist-leaning ministers were often installed at Cleckheaton. 
Quakers, Congregationalists and Presbyterians all had congregations of 
long standing and the Moravians located their English beadquarters nearby 
at Fulneck after inheriting many congregations from the Inghamites, a local 
sect. John Nelson of Birstall village was one of the main Methodist apostles 
in Yorkshire and he regularly preached to thousands of people.” A wave of 
Anglican church building and parish division in the early nineteenth century 
came too late to retrieve the conventional social dominance. 

Such large parisbes also meant that local government was largely 
conducted at a township level, where clothiers and local merchants naturally 
tended to take control, though even then it might not be very effective. 
Gomersal township, for instance, contained three quite separate field 
systems, each focused on its own settlement, as well as numerous hamlets 
and isolated farmsteads. Manorial structures were very varied and generally 
continued to function throughout the early-modern period, but they were 
often little more than revenue-raising devices. Many manors were far too 
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large to control their inhabitants’ lives, and some disintegrated at an early 
date. The historic boundaries of the manor of Gomersal, in particular, have 
never been effectively established. Hudson has drawn attention to the large 
numbers of freeholders to be found in manors like this, but even 
copyholders were often left largely to their own devices as non-resident 
landlords in search of higher rent rolls generally were content to break up 
large holdings into the smaller units favoured by clothiers.? Nineteenth- 
century enclosure mostly brought into private ownership the large commons 
and moors, for most arable land had long since passed into severalty by 
mutual agreement. By the eighteenth century it was not the technicalities of 
tenure but the attitude of landowners which mattered for economic 
development. 

Thus, Tong township was preserved as an agricultural settlement through 
the explicit policy of its lords, the Tempests, and it remains unindustrialised 
to this day even though it is only four miles from the centre of Bradford and 
five from Leeds. It was a compact manor whose lords had always involved 
themselves in its affairs. Birstall’s other chapel of ease stood in the shadow 
of Tong Hall, and the Tempests effectively turned it into an independent 
parish church. Manorial, religious and township boundaries thus more or less 
coincided in Tong, and the result was stagnation. A local nineteenth-century 
writer enthused that ‘the village remains much the same as it has done for 
generations past, a few neat cottages, with their little plots of garden ground, 
the old hall and park, the country inn, the village smithy, [which] all add a 
charm to this beautiful old time village’. Some income came from selling the 
coal that lay underneath (though it had to be mined from over the boundary), 
but essentially Tong had become a status symbol for the Plumbe-Tempests, 
a Liverpool mercantile family who had inherited it! They could afford to 
forgo the profits of industrialisation in a search for gentry status, and so while 
the small part of the township left free to develop had a rateable value of 
£10,481 in 1900, the main estate was only rated at £6,823.2 

Equally, there are cases where lords actively promoted development. 
The Ramsdens played a large part in turning Huddersfield from a village 
into one of the region's leading industrial and commercial towns.? Birstall 
had no real equivalent, but the last effective lords of the manor of Gomersal, 
the Batts, encouraged enterprise through their commercial attitudes to their 
rights before the Civil War destroyed their fortunes.” Overall, the result was 
a landscape of extraordinary economic and social diversity, with 
manufacturing townships intermingling with others which had developed 
very little, or which relied on mining and quarrying, like Drighlington. 
Latecomers to industrialisation, like Cleckheaton township, tended to 
specialise in enginecring and other spin-off trades rather than the direct 
manufacture of wool textiles. Development was thus as patchy within West 


32 INSTITUTIONS AND THE EVOLUTION OF MODERN BUSINESS 


Yorkshire as it was nationally, and success also proved as difficult to defend 
as it did in East Anglia and the West Country, for while Gomersal and 
Liversedge had set the pace in pre-industrial times, it was Heckmondwike 
and Cleckheaton which led the way into the factory era. Gomersal today 
resembles Tong as much as a centre of manufacturing. The explanation for 
development therefore cannot be the existence of some particular 
environment, and the sheer variety of environments and their proximity 
seems more significant. As conditions changed, new responses could be 
developed in new and more appropriate settings. Moreover, if Tong village 
was kept out of the process of change, its inhabitants could work outside the 
village, or move to a more active township. Certainly, as Gomersal began to 
lose its drive as a manufacturing centre, it was noticeable that merchants 
looked elsewhere for opportunities, but they did not have to go very far. The 
Crowthers, for instance, moved about four miles to purchase a fulling mill 
in Churwell, which they then proceeded to develop. They were one of the 
most active families in building links with the United States.” 

Such flexibility might be seen as a recipe for incoherence, but the 
merchants made the system work very effectively, providing the 
manufacturers scattered through parishes like Birstall with information 
about distant markets of which they knew nothing. William Birkhead of 
Cleckheaton, for instance, was a successful clothier of the late eighteenth 
century, who built up a thriving manufacturing business on the basis of a 
modest inheritance and a partnership with his brother. He had no contact 
with Russia, nor could he have taken advantage of contact if it had been 
possible, but he helped clothe its people. A relative described him and his 
family thus: 


far the greater part were in a low situation ... [and] notwithstanding 
their accidental good fortune in accumulating a little wealth ... [they] 
were of mean education and low attainments in knowledge ... They 
bore, indeed, a pretty fair character for honesty in their dealings in 
common with many of their neighbours, and paid a strict attention to 
the formalities of their religion; but had no just ground, I conceive, for 
... self-importance.” 


Hard work, honesty and membership of a religious network are here 
identified as the fundamentals of business success in the area, and the virtue 
of this arrangement was that it allowed men of ordinary talents and 
commitment to contribute independently and almost opportunistically to the 
common effort. No one had to try to pick winners, for they picked 
themselves. This does not mean that success was easy or automatic, but 
there were always enough clothiers to make it likely that some of them 
would be successful. 
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Wilson’s excellent study of Leeds has perhaps obscured the closeness of 
clothiers and merchants in places like Birstall. In the mid-sixteenth century 
Thomas Taylor of Great Gomersal had called himself a chapman, or dealer, 
but his descendants preferred the title of yeoman or clothier. They 
manufactured, finished and dyed cloth in and around their house, as well as 
dealing in it at Leeds.” In the eighteenth and early nineteenth centuries they 
consistently styled themselves ‘merchants’, and they enjoyed uninterrupted 
if modest success down to 1826." Joshua Taylor (1760-1840) was 
described as ‘very friendly to his workpeople, very good to all who were 
beneath him, and submitted quietly to be beneath him, but haughty as 
Beelzebub to whomsoever the world deemed (for he deemed no Inan) his 
superior. Revolt was in his blood: he could not bear control; his father, his 
grandfather before him, could not bear іб.» With a few other families they 
led the economic activity of their community.” They built a public fulling 
and scribbling mill at Hunsworth and installed a very early steam pumping 
engine to ensure the water supply for its wheel. A coal mine provided fuel 
and turnpikes were promoted to improve access. They supported plans to 
build a local cloth hall (which forced improvements in the service offered in 
Leeds even though it did not succeed)," and they opened a bank to facilitate 
their complex web of activity as old informal credit systems became 
inadequate." Each of these initiatives made money for them, but also 
benefited the whole community. 

They had no master plan, and nothing they did was startling or unique. 
What is most remarkable about the Taylors, in fact, is that they personified 
so precisely the general developments taking place in the area. They were 
not outsiders exploiting desperate labourers but a part of the community, 
even though they expected deference from most of its members. Joshua 
Taylor’s bank relied on his reputation, and, after it crashed amid the general 
crisis of 1825—26, he and his son eventually cleared all the debts as a matter 
of honour. His house, though not grand, was smart and kept internally up to 
date. He had been to Italy and France and relatives resided more or less 
constantly in Brussels. He spoke several languages, including Standard 
English, but his preference for Yorkshire dialect disconcerted members of 
the parliamentary committee investigating the woollen industry іп 1806.” 
For men like this, innately hostile to the inherited privileges of the Anglican 
church and the gentry and aristocracy, business was not just one career 
among many, but literally the only real choice they had. With no Members 
of Parliament directly representing any part of the Yorkshire textile area 
before 1832, they felt completely alienated from the national elites and their 
governments. The great Leeds merchants did exercise influence, and came 
to be crucial in the selection of at least some Yorkshire counly MPs after 
1800, but the constituency was uncontested for much of the eighteenth 
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century, and such merchants were distant and unsympathetic figures to 
Birstall's people." 

Joshua's father John had established his own chapel to preach in, and 
Joshua was a member of the Methodist New Connexion, like many local 
merchants of his generation.? Nonconformist networks were far more than 
expressions of religious preference in this setting, and they did not create 
local replacements for an inclusive Anglican establishment. Individuals 
worshipped where they felt most at home, and congregations were in no 
doubt that, since they paid the minister, they expected theological 
pronouncements in tune with their world view. Without adopting Weberian 
notions, it seems clear that enterprise here was seen to be blessed by God, 
and young men received advice on business, and sometimes financial help, 
through their connections.* At a deeper level, a common religious belief 
reinforced a general attitude that success did not spring from cut-throat 
competition within the community, however fierce individual rivalry might 
become." 

The voluminous and detailed evidence collected between 1802 and 1806 
by parliamentary investigations shows a society with rules which were 
widely acknowledged even if they were less rigid than those applied in the 
south of England. Joshua Taylor testified that he was opposed to the 
apprenticeship system as defined by law, but also that he never laid workers 
off without trying to find them alternative work." Reputation was so 
essential for success that disowning responsibility for actions taken would 
be disastrous, and family, community and trade networks were all too 
important to be disrupted lightly. The network of cloth halls allowed 
merchants to meet clothiers on an equal footing despite their differing social 
standings, and this helped prevent individual merchants trying to push 
clothiers into personal dependence on them.” In normal trading conditions, 
it was impossible to force down the price of labour, and the widespread 
access to land meant that independent clothiers were not frightened to 
withdraw completely from trade for a time if cloth prices were low. They 
might well exploit themselves and their households at such times to keep 
their businesses going, but this was an expedient, not a permanent state of 
affairs. 

By responding as individuals to the different prices for different types 
and grades of cloth, as a group they produced the goods that unknown 
consumers wanted, and at prices they could afford. Yorkshire woollen cloth 
thus won markets not primarily through exploitation of the manufacturers, 
but by encouraging them to use their own labour to best effect. New 
technology had to find a place within this matrix of forces rather than 
arriving as an endogenous force in its own right, and what is most 
remarkable about Lancashire and Yorkshire is that it did so. The 
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manufacturing population of West Yorkshire was quite clear that it wanted 
a thriving industry above most other things, for it knew that a peasant 
lifestyle was impossible in that environment. 


III 


The introduction of machines into production undoubtedly improved 
northern competitiveness, and the Yorkshire clothiers’ own efforts deserve 
more credit than they usually get. Innovations were copied and adapted 
from cotton where appropriate, but woollen men had begun mechanising 
independently by adding carding machines to their fulling mills, and 
whenever the technological requirements of the two regions diverged they 
continued to solve their own problems. The issue at stake is one of adoption, 
for the early inventions were not at all revolutionary at the conceptual leve], 
and, without belittling the enormous achievements of converting the classic 
inventions into reliable working machines, what is most striking about early 
nineteenth-century textile machinery is its simplicity and crudity. Made 
largely of wood, often roughly fashioned, and using as little ironwork as 
possible, it is quite unlike the precision work of clockmakers, or even the 
clumsier efforts of the early pioneers of steam.* The gig mill had been 
known for centuries, but it had been prohibited by law and by common 
consent as a threat to the trade. Coleman has argued that by 1750 the 
conservatism of early-modern wool textile manufacturers had left them far 
behind the general standard of improvement visible in industry from c.1500, 
so that merely by catching up they appeared to work wonders.“ There was 
no nced to re-invent the loom before adding a power drive, for it had already 
reached a point where, once the warp had been put in, the weaver simply 
acted as a power source and a co-ordinator of eminently mechanisable and 
repetitive actions. The spinning jenny was a natural development of the 
great wheel, and there is no aspect of its construction that would have been 
- technically impossible two centuries before. The wheel itself, and the later 
addition of a flyer to allow continuous spinning, had both been far more 
intellectually difficult achievements.* Perhaps even more demanding was 
the development of the complex geometry of the hammer faces of the 
fulling mill, making them automatically roll and move cloth during milling, 
and the French development of punched-card programming technology for 
the jacquard loom. 

The Chinese had had much of the necessary knowledge for centuries, 
but they never implemented it, and, though the Italians began to mechanise 
silk spinning in the Middle Ages, it did not lead to a continuous and self- 
sustaining process of innovation.? In neither case was there any practical 
incentive to save on human skills, while taking away work from those who 
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relied on it threatened the structures of their societies. Similarly, European 
textile manufacturers had traditionally seen the market for their goods as 
more or less static in total. Trade might be poached from another area, but 
new demand was very hard to create, and so improving the productivity of 
individual workers would simply initiate fierce competition as those pushed 
out tried to re-enter the trade. Economic activity would only be stimulated 
where there was an alternative use for their labour, or where low prices 
stimulated an increase in sales so large as to lead to their re-employment at 
a similar or better levels of earnings. Neither seemed likely before 1750, and 
such assumptions underlay the whole ethos of guilds, apprenticeship and 
resistance to machinery.“ 

In the eighteenth century, however, demand did rise perceptibly over the 
long term. Yorkshire and Lancashire were well positioned to take advantage 
of growth in Buropean and American populations, and increasing market 
onentation as their products were positioned towards but not at the bottom 
end of the market, and Wilson has estimated that Yorkshire wool textiles 
experienced an eight-fold increase in the value of production in this period.” 
A progressive diversification of product, most obviously into cottons and 
worsteds, took the pressure off areas like Birstall, which persisted with older 
lines and the old atomistic business structure simply continued to evolve.” 
Eighteenth-century clothiers adopted jennies for use in their own home and 
gained access to more expensive technology through public mills like that 
of the Taylors’ at Hunsworth, or even by building their own as joint-stock 
enterprises. In the nineteenth century, small firms operating with low 
capitalisations could rent room and power within speculatively built private 
mills." When their own success threatened to drive up the price of the raw 
material, grinding machines were developed to recycle the cast-off rags of 
Europe for re-manufacture as shoddy and mungo.* The clothier networks 
had certainly changed by 1850, but they were the direct descendants of 
those operating a century earlier, and they still enabled a wide range of 
people to take part in business in their own right. 

The bulk of the population may not have got any long-term rise in living 
standards out of the new methods, but the sense of widespread opportunity 
short-circuited fears of the consequences of change.” Conservatism had 
only been put to one side, however, and in 1812 Luddism showed that 
insensitive innovation would still be rejected. Shearing frames replaced a 
whole group of skilled men, since croppers worked either for themselves or 
for small masters or merchants, whereas devices like the jenny had 
encouraged the re-allocation of labour within a household production 
system. Most frames in Yorkshire were taken out of use in a matter of a few 
weeks and a mill owner who persisted was assassinated. The manufacturing 
centres were occupied by large numbers of troops because a general armed 
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revolt seemed imminent and Birstall was one of the main storm centres, 
with Rawfolds Mill between Cleckheaton and Liversedge unsuccessfully 
besieged by armed men for most of a night. The soldiers failed to catch a 
single West Yorkshire Luddite, apart from those left behind after the mill 
siege because they were too badly wounded to move, and they refused to 
incriminate anyone else.” This was not a community divided against itself 
in a fight by progressive elements taking on ignorant workers over the right 
to install machinery, but a community already committed to change that was 
more or less united against a minority perceived as rule breakers. War had 
virtually closed most major markets and threatening livelihoods at such a 
time was generally perceived as wrong. Coupled to a general sense that the 
new methods were opening the gate to factories and an end to the old 
openness, the result was explosive. Though better times ended overt 
hostilities, this tradition of resistance was not in any sense eradicated. It re- 
emerged as Chartism and trade unionism, for instance, and what is reputed 
to be the last cavalry charge in England took place in Cleckheaton during 
the Plug Plot riots in 1842.*' Increasingly, the manufacturing population was 
being dividing into employers and employed, but it was a slow process and 
in 1850 the entrepreneurial class remained large, diverse, relatively open 
and locally oriented. In addition, it is one more sign of the complexity of 
local affairs that the main allies of the radicals were Tories like Richard 
Oastler.? 


IV 


Institutions in West Yorkshire therefore had a clear and positive role as 
buffers and channels, making personal activity more effective rather than 
hindering it. A weakness of institutional explanations of change in general, 
however, has always been the obscurity of the actual mechanism that drives 
a process of change. However, Gunnar Myrdal wrote that 


the dynamics of [a] social system are determined by the fact that 
among all the endogenous conditions there is circular causation 
[author's italics], implying that, if there is a change in one condition, 
others will change in response. These secondary changes in their turn 
will cause new changes all around, even reaching back to the initial 
condition ... There is no one basic factor, but everything is linked to 
everything else.” 


Compared to the simple clarity of Pareto equilibrium this may seem hazy, 
but support for such an approach comes from the discovery of the inherent 
ability of all types of apparently chaotic systems to generate both order and 
change spontaneously. Thus, 'interactions in a dynamical system give you 
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an emergent global order ... Such systems may indeed appear complex on 
the surface, but they can be generated by a relatively simple set of 
subprocesses’. Adam Smith's idea of the invisible hand in the market- 
place is a classic statement of such spontaneous self-organisation. This 
approach effectively excludes equilibria, except as a sort of vanishing point 
that the system would tend towards if it could operate for long enough under 
stable conditions, but in the West Yorkshire textile area since 1750 
equilibrium states have never been an accurate description of reality. 

Evolutionary change occurs best in a complex landscape like West 
Yorkshire, where a multitude of outcomes are possible. The production 
patterns of the woollen industry were not planned, but they did have 
coherence. The interactions of clothiers and merchants continually modified 
existing patterns according to the market information possessed by the 
merchants, and the willingness of the manufacturers to respond.” While 
everyone did not use the piece halls, as long as bargaining was generally 
free and open the effect was much the same. It was the ability to use the 
halls if necessary rather than universal usage that defined the system, and 
less formal networking could do the same job though it laid the system open 
to subversion. Individual acts have little significance in themselves in such 
a system because it is the reiteration of complex interactions that drives the 
system. Tracking the activities of the Taylor family allows us to observe the 
system in action, but multiplying such studies would soon cease to add 
anything to our understanding. 

Since a highly effective long-term strategy emerged from this apparently 
stochastic process, it seems that clothiers were doing more than simply 
reacting to immediate opportunities. Collectively they were processing the 
available information and producing intelligent strategic responses. This is 
strongly reminiscent of the neural networks which have been developed as 
part of the search for artificial intelligence. These machines direct their own 
development towards a preset goal without external programming or other 
guidance, and they are accepted by many as capable of intelligent action in 
a strictly limited sense. They are modelled like biological systems rather 
than computers, and they work by approximation from imprecise data rather 
than by manipulating precise data sets according to predetermined routines. 
They start with a high degree of almost random connectivity between all 
their processing components, and through trial and error the system finds 
and keeps open those pathways between components which cause the 
system to move towards its goal. Inevitably the process is slow at first and 
almost entirely random, but each success provides a lesson that the system 
retains, a process analogous to social learning through doing.* A cellular 
processing architecture supports flexibility and adaptability, with sub- 
networks which can specialise in specific tasks. The actual processing 
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occurs in parallel, unlike most computers, and where there is a clash within 
the system, it is resolved through consensus. 

In West Yorkshire communities formed specialised sub-networks that 
similarly worked in parallel with each other, and since none had automatic 
precedence the shape of manufacturing activity as a whole simply emerged 
from this dispersed activity. The merchants acted both as connecting nodes 
within the system and as links to the outside world, while commercial 
success was a goal everyone shared. As the merchants dealt with clothiers 
they maintained those connections that paid off and neglected those that did 
not. As long as there were enough actors, the actual quality of judgement 
exercised by individuals was not of prime importance, for every chance 
success helped to shape the system. Apparently intelligent behaviour and 
decision-making capabilities would then be possible at the system level, 
without supposing that West Yorkshire society was an integrated organism, 
nor that it engaged in creative thinking across a broad spectrum. It suggests 
only that human interaction within the right framework can in itself produce 
problem-solving behaviour that is apparently intelligent. This is quite 
separate from individuals’ volitional actions, though these have a role as 
input into the system. 

The formation of such a network would in no sense guarantee continuing 
success. It encouraged evolutionary adaptation of the system, often at a 
rapid rate, but changes to the outside environment might be beyond its 
capacity to cope. In addition, since the human component was conscious of 
its own role, a merchant who wished to push the system in any particular 
direction could attempt to do so. One individual was unlikely to achieve 
much, but concerted action could be very effective. On the positive side, 
Sam Hill and like- minded men brought the worsted trade to Halifax through 
a refusal to accept initial market verdicts, which were highly unfavourable.” 
On the negative side, merchants might well come to define success 
differently from the manufacturers, for success can be defined in many 
ways. Eighteenth-century merchants like the Taylors knew that they were 
outsiders and that their only hope of winning markets was to satisfy 
customers. There was every incentive to represent the real world as 
accurately as possible to the clothiers, but this might change. 

Porter has pointed out that the defence of wealth won through 
competitive advantage soon erodes the advantage.* If merchants as a whole 
became satisfied with the system as it stood, then information suggesting 
changes were needed would become unwelcome and would be distorted or 
suppressed. Manufacturers would have no way of detecting the flaws in the 
picture they received, but consumers' needs would be neglected, creating an 
opening for a third party to step into. East Anglia and the West Country had 
both achieved their success through responding to the markets, but then 
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ceased to do so.” They sold through old-established, often captive channels, 
and a turn to landownership meant that they no longer stood or fell in the 
short term by their performance in trade. Commercial information was not 
gathered directly, but on their behalf by London merchants for whom cloth 
was only one line among many, while government contracts could be 
defended through political channels rather than through superior 
performance. Wilson says that in the eighteenth century conservatism and 
high-quality production was ‘a vortex from which there was no escape’.” 
However, since the older textile areas only suffered a gentle and at first 
merely relative decline, they had both the time and the resources to copy 
West Yorkshire’s methods if they had wanted to, and their high quality 
image would then have been an asset. When they sought to bring about 
change, however, it was not on a basis of sharing the rewards, and so, 
instead of mobilising the manufacturing communities to assist in the 
process, they simply stirred up resentment and resistance.“ 

The older Leeds merchants actually reacted in much the same way after 
1800, but they had no power to control the West Yorkshire system. 
Localities might suffer, however: Gomersal ceased to develop significantly 
after a wave of bankruptcies had affected most of the local merchants, 
including the Taylors.“ Reform had removed most of their sense of 
exclusion, and the returns from the early factories set up in the township 
were so poor that there was no temptation to become involved simply as an 
investor. With the exception of the Burnley family they opted to use the 
wealth they retained in a relatively risk-free manner.” The only one of the 
Taylors after Joshua who showed the old rebellious energy and drive was 
his daughter Mary. As a middle-class Victorian woman she still felt 
excluded from business and she eventually emigrated to New Zealand to be 
free to use her considerable abilities.“ Otherwise the family moved steadily 
towards Anglicanism and Conservatism and by the late nineteenth century 
it had inherited and was using a fictitious title of lord of the manor of Great 
Gomersal, while mixing socially with the gentry Joshua (and Mary) 
despised.” The last two male descendants to be born in the area became 
doctors in the south of England, and their economic links with their 
ancestral home were reduced to messages to their solicitors to sell the coal 
rights under the land they still owned, a reminder of the situation in Tong." 
The dynamism of the Birstall manufacturing system persisted, but this was 
because of the actions of a new group of factory-based entrepreneurs in 
Cleckheaton and Heckmondwike. 

It is hoped that this essay is only the start of an in-depth investigation of 
Birstall, and it is not intended as any sort of universal explanation for 
economic dynamism. However, it helps to account for the variation in 
fortunes between Yorkshire and the older English textile regions and it also 
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makes the existence of similar variation within Yorkshire a precondition for 
its success rather than an awkward fact to be explained away. It is consistent 
both with Porter’s theory of competitive advantage, and with work on 
industrial districts elsewhere. It places the market in a central position in the 
explanation, but as part of an institutional framework and not as a self- 
sufficient device. Markets here were subject to regulation and to interaction 
with other institutions, and їп the woollen area they remained part of the 
moral economy of traditional society even while promoting rapid change. 
They appear to have been all the more effective because of this, for strong 
and flexible communities encouraged ordinary people to make direct 
contributions to the group effort. It was not that any particular place or 
social group always supported business activity, but rather that one that 
would was always available. Complexity prevented the ossification of 
production systems and community values in West Yorkshire during this 
period, and modernisation was thereby allowed to occur in an evolutionary 
manner. Internecine conflict was always part of the system, but the fact that 
it so rarely came to the surface is a testimony to the ability of the system 
both to mediate conflict through negotiation, and to use it to drive the 
system.* 
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Invisible, Visible and ‘Direct’ Hands: An 
Institutional Interpretation of 
Organisational Structure and Change in 
British General Insurance 


OLIVER M. WESTALL 
Lancaster University 


The history of British general insurance provides a fascinating laboratory in 
which to explore ideas drawn from ‘new institutional’ and evolutionary 
economics. The proposition of this essay is that such investigations yield a 
high return in terms of historical understanding. This should not be 
surprising. Both approaches emphasise information as a determining 
element in industrial organisation and insurance has always depended 
particularly on the transmission and processing of information. Ideas drawn 
from both theoretical areas will be used to try to understand the way іп 
which various institutional aspects of insurance organisation and practice 
are not incidental, but can be incorporated into a broader economic analysis 
of the business. This will include both strategic considerations and an 
attempt to open up the ‘black box’ which contains the internal operations of 
insurers. In fact, using ideas drawn from evolutionary theory, it will be 
suggested that these two are linked. The strategic changes which have 
shaped the evolution of the business over the last 200 years can only be 
understood in the context of the detail of routine internal operation. Yet, 
through all these changes, there is a striking continuity in the attempts to 
adjust organisational structures to meet the same fundamental problems of 
transmitting and processing information efficiently. Indeed, this remains 
true to the present day, as the investigation of ‘direct’ marketing which 
concludes the paper shows. 

The ‘new institutional economics’ has been instructively packaged as 
the ‘contractual paradigm'.' This draws attention to the way in which 
agency theory and transaction cost economics both emphasise the 
importance of the information available on either side of an exchange. 
Asymmetric information, bounded rationality and opportunism require 
contracting parties to pay close attention to the form of the contract, how it 
can be monitored, and whether the resulting transaction should take place in 
a market or hierarchical context. 
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These are precisely the problems that lie at the heart of insurance. For 
the insurer the contract must fulfil two functions. It must protect him from 
the implications of information only known to the insured because of 
superior technical or other knowledge about the risk. And it must protect 
against the possibility of opportunistic behaviour by the insured perhaps by 
deliberately entering into the contract, knowing that he will benefit from it 
~ the so-called ‘moral hazard’ problem. There are also problems from the 
insured’s point of view. There is the question of the financial security of a 
contract where indemnity follows the payment of the premium. Occasional 
purchasers may be unable to obtain as good information on appropriate 
premium rates or contractual terms as is known to the insurer. Much of the 
institutional structure of insurance is designed to resolve these difficulties. 

English law has helped by providing a framework that reduced the 
uncertainty insurers face. In the late eighteenth century, Lord Mansfield 
refined the principle of ‘utmost good faith’ as the basis for insurance 
contracts.* This required a potential insured to disclose all circumstances 
that might influence a prudent insurer in fixing a premium or deciding 
whether to accept a risk. Evidence of bad faith or material 
misrepresentation makes an insurance contract unenforceable at law. As 
Park, the eighteenth-century insurance authority, put it, ‘the purest equity 
and good faith are essentially requisite ... to render the contract effectual’.‘ 
Developed initially in marine insurance, ‘utmost good faith’ became the 
basis for all insurance contracts. The protection it offered insurers was 
important in encouraging the expansion of general insurance in the 
nineteenth century.’ Here its existence will be assumed, but it is worth 
noting that the principle goes to the heart of the problems of the ‘contractual 
paradigm' and its development and impact on insurance may therefore 
repay further study.‘ 

While the form of the contract is the essence of agency theory, the 
emphasis in the transaction costs literature has been on the institutional 
framework within which economic activity is co-ordinated, and particularly 
the comparative costs of market transactions and organisational (or 
hierarchical) control.’ Transaction costs may be high if market relations 
inhibit the exchange of information and facilitate opportunism. This will 
encourage the direct control of activity within an organisation to avoid these 
problems. Yet organisations involve the costs of monitoring and information 
transmission that are explored in agency theory and the economics of 
organisational forms.' The balance between transaction and agency costs 
suggests the boundary between market and organisational activity. This 
analytical approach is now familiar to economic historians through the 
symbiotic relationship between the theoretical work of Williamson and the 
historical work of Chandler? 
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It has a particular relevance for the study of general insurance. Over 300 
years the business has been characterised by a variety of arrangements 
through which market- and organisation-based means have been used to 
suggest some subtlety or indeterminacy in competitive advantage between 
the two institutional forms. This can most easily be focused on the 
competition between the companies and Lloyd’s. From the early eighteenth 
century the companies have sought to transact business over distances that 
have posed problems for the transmission of information and control. As a 
result, from the mid-nineteenth century they moved towards organisational 
forms to facilitate and control underwriting and marketing. By the early 
twentieth century vertical control was established (in principle) from the 
underwriter at head office through to the control of marketing in branch 
offices which attracted a range of business, including most types of fire and 
accident insurance, and sometimes marine and life business as well.'® In 
contrast, Lloyd’s has always offered a specific market-place for all 
transactions. Within this, the vertical connection is broken by a contract 
between the underwriter ‘within’ the institution and the broker who brings 
the business to Lloyd’s through different market channels. In principle, they 
take no interest in one another’s affairs beyond the integrity of the contract. 
Brokers often involve several underwriters in a risk, increasing the apparent 
fragmentation of Lloyd’s institutional arrangements, however firmly this 
may in fact be co-ordinated by its market." 

The continued existence of both approaches can partly be explained by 
their comparative advantage in dealing with different types of insurance 
risk, differentiated by scale, complexity, information availability and 
marketing channel. For example, marine risks, with a wide variety of 
complicated risk factors generating а large premium, might be better 
handled individually, while standard small-scale private household risks 
with modest premiums might be processed in bulk. This forms no more than 
a special example of the opportunities for mass production in large markets 
with homogenous demand, and individual production when markets are 
highly segmented and where switching imposes costs. 

But there has often been direct competition between Lloyd's and the 
companies across a wide range of similar risks. This is partly because the 
actual organisation of business has not been as different as the conventional 
stereotype suggests. Companies have never fully controlled marketing 
activity through branches. Their marine underwriting has been conducted 
similarly to Lloyd's. Some Lloyd's brokers have constructed marketing 
organisations rather like those of the companies. Across the companies and 
the Lloyd's market there has existed a spectrum of forms of operation. 
Nonetheless, at their core, the companies and Lloyd's represent stereotypes 
of organisational and market solutions to the problem of co-ordinating 
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essentially similar insurance activity, and this must intrigue the analytical 
historian. 

Ideas derived from the ‘contractual paradigm’ can be used to explain 
these contrasting forms of Organisation, including the spectrum sketched 
above. Yet it provides essentially an equilibrium analysis, at its best 
providing ex post explanations. This does not offer much insight into the 
actual process of institutional change. This inhibits its capacity to explain 
the historical record. Beyond that, the course of change may shape the 
institutional environment in ways that determine the equilibrium which the 
‘contractual paradigm’ then rationalises. 

This provides a point of entry for some ideas drawn from evolutionary 
economics." By emphasising the relationship between a company’s past, 
present and future, these prove especially congenial to the economic 
historian. They assume that firms possess particular capabilities. These are 
determined by resources and experience accumulated in the past, which are 
embodied as technical and organisational expertise (essentially information) 
and made manifest in particular routines. Firms which reproduce these 
capabilities reliably over time through an organisational structure that 
sustains the routines effectively will survive more successfully than those 
that do not. Yet this inertia will make radical change difficult. When it 
occurs, it will usually build on or intensify existing routines." These 
routines and their gradual evolution determine the firm's competitive 
advantage. If they are suited to the economic environment, the firm will 
flourish. If not, their inflexibility makes it likely that the firm's prospects 
will be diminished. In this way, evolutionary economics links the internal 
operations of a firm with its performance in the external competitive 
environment. 

This essay suggests that these ideas can add to an understanding of 
strategic change in insurance beyond that possible by relying on 
conventional industrial economics or the ‘contractual paradigm'. Over time 
routines or capabilities have become embedded in the institutional 
framework of market- and organisation-based operation, determining their 
competitive advantage. Locked into these approaches, their development 
has usually, though not always, taken the form of a consolidation or 
intensification of these routines. Institutional change has not taken the form 
of dramatic moves between market and organisational forms, but in a 
changing balance between the two forms, both of which have survived over 
the long term. Their relative success has depended on finding ways of 
making the limited adjustments possible to satisfy market opportunities. 

To appreciate the function of the various approaches, the objective of 
insurance organisation can be sketched.” Its efficiency has depended on 
three relatively intangible resources: information, skill, and effective 
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mechanisms by which the other two can be transmitted and applied. At one 
end of the process is the underwriter, whose skill is that of accepting risks 
of an appropriate quality, individual and aggregate scale and number, in 
relation to the organisation’s financial resources and objectives. At the other 
is the agent, broker, inspector or surveyor, winning risks in the market or 
able to appraise them directly. The greater the transparency between these 
two the better, for the more the underwriter can be familiarised with the real 
circumstances of the risk, the better — in principle — he can do his job. 
Conversely, the better the inspector understands the underwriter's 
objectives, the greater his opportunity to focus on desirable risks and critical 
characteristics, and the less time wasted on risks likely to be rejected. 

Some qualifications are required. Few underwriters restrict themselves 
to ‘perfect’ risks. They would end up with a tiny account that could not 
cover overhead costs. In any case, high premium rates can make apparently 
poor risks profitable. Risks may also be accepted because their acceptance 
brings other profitable business. Bounds of rationality considerations 
restrict the transparency of the process. Information must be limited to that 
which can be processed successfully. Finally, some of the most valuable 
information is intangible, relating not to physical characteristics, but to the 
character of ownership and the risk of moral hazard, increasing the 
difficulty of transmission. For these reasons, transparency is never reached 
in practice." 

The following sections will examine the historical evolution of the 
institutional forms designed to carry out these tasks. They will distinguish 
between the role of the market and the organisation in this process and show 
how the ideas drawn from the ‘contractual paradigm’ and evolutionary 
economics can provide an explanation of the process. Then the final section 
of the essay will look at a more recent dramatic change — the introduction 
of direct marketing — to understand the sources of this important strategic 
development in the light of these ideas. 


II 
MARKET-BASED INTERMEDIATION 


The eighteenth-century expansion of fire insurance was achieved through 
agents supplying risks to companies on the basis of contractual agreements. 
Insurers bridged the gap created by a lack of information and confidence in 
distant companies by appointing men of affairs in provincial business 
communities to handle risks. The companies attached to themselves the 
goodwill that their agents possessed in local markets. This approach 
embodied dangers for underwriting. Agents often exhibited a greater loyalty 
to their neighbours than to a London-based company. This 'distance' meant 
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that agents could not be relied upon to pursue the companies’ interests 
absolutely when accepting risks or settling claims. Furthermore, there were 
risks implicit in agents holding premiums before settling with companies. 
Thus agency control (in practical and theoretical terms) created transaction 
costs for companies. They found it difficult to devise structures that could 
contain them. Contracts between companies and agents remained 
unsophisticated and failed to address the problem adequately. Agents, 
received commission on premium income with a flat rate sum for new risks. 
Profit commission was not a practical alternative, perhaps because it would 
delay payments." Alongside commission, contract fulfilment was 
dependent on adherence to an agency rule-book. Insurers might require an 
agent's bond, related to the scale of business, accompanied by personal 
guarantors, but this could only be used in cases of obvious malpractice, 
rather than as a protection against a general run of underwriting skewed 
against the insurer." When a claim was made, the check was no more than 
a certificate signed by a clergyman or other representative of local 
respectability.” Companies had no inexpensive way of monitoring this 
problem. They had no directly controlled local or peripatetic representation 
before the 1820s. Even then, this was often directed to serious problems 
apparent to the companies, rather than systematic monitoring. Most 
inadequate contractual performance by agents must have remained 
undetectable. The only real direct control was to cancel the appointment of 
Obviously untrustworthy agents. Indirectly, the companies protected 
themselves in two ways. They often structured the contract in their favour 
by requiring an under-valuation of the sums insured, to force policyholders 
to meet a proportion of any claim.? And the implicitly collusive nature of 
eighteenth-century insurance meant that premium rates could be maintained 
at a level that covered the shared problem of inadequate control. The 
success of the new provincial offices in the late eighteenth century probably 
owed something to the opportunities their directors had to select active, 
honest local agents in their hinterland who were well known to them and 
could be supervised closely. 

These transaction costs associated with the agency system were never 
entirely resolved, and there was never any radical change in the approach to 
marketing, but companies did attempt to intensify control. The early 
inspectors, together with district representatives (agents with exclusive 
rights in particular regions), who emerged in the early nineteenth century, 
were gradually transformed into a branch office system through the late 
nineteenth century.” Alongside the potential for more directed marketing, 
this offered an opportunity for local monitoring of agents and, in principle, 
a better flow of information for underwrilers in ways examined later. 
However, it never freed companies from transaction costs. 
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One of the main tasks of the branch office became that of dealing with 
agents and the emerging brokers (specialists dealing on a larger scale and 
with more energy), who now revealed their true colours in representing 
clients’ interests. They might argue vigorously for the acceptance of a 
difficult risk or more generous claim settlements. This was no problem if 
openly discussed, but this was rare. More frequently, companies had less 
information than agents and the insured in making critical decisions. The 
position was complicated by the agent’s ambiguous position. He owed 
‘utmost good faith’ to both sides, separate specific duties to the company 
and the insured, was paid commission by the company, but depended on 
satisfying policyholders to win business. It is not surprising that companies’ 
interests could be compromised in ways difficult to monitor. Practical 
considerations sometimes complicated the issue. For example, many 
prolific motor insurance agents in the inter-war years were garage 
proprietors, well placed to obtain business when selling cars. But it made 
them likely beneficiaries of claims for repairs.” Companies had to control 
underwriting without prejudicing revenue in a world of mixed interests and 
incentives. 

The growth of large brokers created another ‘market’ problem. Their 
emergence was partly founded on their expertise in advising policyholders 
on the premium rates and policy terms available and in negotiating claims. 
They thus balanced the company’s otherwise superior knowledge of market 
rates and terms. Their large accounts with individual insurers also created a 
countervailing market power. This they used to carve out additional 
profitability for themselves, and to influence underwriting decisions. 
Brokers would favour companies willing to take a broad run of good and 
bad risks or make generous claim settlements. In this context companies 
could not assume that agents or brokers would place company interests first 
or even act objectively. The agency/broker market was itself fiercely 
competitive and its players protected themselves by placing the insured’s 
concerns immediately after their own profitability. Thus, at the end of the 
line of control from underwriter to branch office inspector, there always 
remained a market interface that continued to create intractable transaction 
costs that blurred the clarity of underwriting control. 

From its seventeenth-century origins, Lloyd’s maintained the traditional 
practice of operating on the basis of the contract between the underwriter 
and the broker. The broker acted unambiguously for the insured, while the 
underwriter accepted risks for a syndicate of Lloyd's members. They met 
directly within the Lloyd’s underwriting room, where brokers were free to 
approach any of the many underwriters to seek a quote. This created a 
highly competitive market which attracted its business by offering low 
premium rates. The approach was retained when, from the 1870s, Lloyd's 
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moved first into fire insurance and then pioneered many of the new policies 
that led to the explosion in accident insurance around 1900, thus entering 
into direct competition with the companies.™ 

Transaction costs were minimised at Lloyd’s, because contracts were 
struck in a more favourable context for the underwriter than that of the 
company—agent relationship described above. A deal was assessed and 
confirmed in direct discussion between an underwriter and broker with the 
latter providing detailed information on the risk. The institution of Lloyd’s 
supported the underwriter's decision through its culture, networks and 
structures. In the eighteenth and early nineteenth centuries, its strength lay 
largely in its informal sharing of expertise and information within a 
relatively small and defined community. This was buttressed by more 
formal arrangements voluntarily agreed by the members of Lloyd's. In the 
mid-nineteenth century, membership was first monitored, guaranteed, then 
supported by deposits. In 1908, leading underwriters led the membership to 
accept a stringent audit of their accounts. Vessels throughout the world were 
classified in the Lloyd's Register by marine surveyors. An expanding flow 
of accurate and up-to-date information on shipping movements was 
dispatched from Lloyd's telegraph stations to be published in Lloyd's List. 

Within this framework, brokers negotiated with ‘utmost good faith’, not 
just because of the law and other formal requirements, but because they 
wished to protect their reputation in a vigorous community where gossip 
about transgressions would be widely reported.” Trust became a tangible 
business asset, almost a matter of ‘branding’ for both underwriters and 
brokers. Family, school and other social links between members created and 
sustained shared standards.” Risk sharing meant that initial acceptance by 
an underwriter of high repute or special expertise encouraged other 
underwriters to come in on the strength of that implicit guarantee., Thus 
Lloyd’s underwriters were supported by a network that greatly reduced the 
potential transactions costs associated with underwriting otherwise 
uncertain risks. Conversely, information on the desirability of risks came to 
the broker directly. Unattractive risks would be quoted a penal rate or 
refused. If risks subsequently performed badly, a broker’s capacity to place 
business might be permanently affected. Underwriters reacted with extreme 
severity to unexpectedly adverse experience.” 

Information transparency between marketing and underwriting was not 
the only factor determining costs and competitiveness between Lloyd’s and 
the companies. Lloyd’s operated on the basis of an economically light 
administrative touch. The trust described above allowed brokers and 
underwriters to eliminate much of the clerical work from formal contracts. 
An underwriter’s signature on a slip sufficed. This was initially because 
underwriters accepted too small an income to meet overhead costs of any 
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size. Yet even after Marten demonstrated the competitive advantage of 
larger syndicates, Lloyd’s continued to exploit its cost minimising 
traditional routines as an important competitive advantage.” 

Light administration also allowed the more entrepreneurial members of 
the institution to move quickly into new markets without the inertia often 
implicit in large, hierarchical organisations.” C.E. Heath's career was 
marked by a continuing willingness to underwrite new risks promptly. 
Indeed, he saw the novelty of a risk as its chief advantage. It allowed him 
to gain a head start over competitors and this he did in fire, loss of profits, 
burglary, block, all risks, credit and many other new policies." It was a 
service sector equivalent of the switching advantages of small firms in 
manufacturing. Lloyd's remarkable capacity for innovation, demonstrated 
so successfully in general insurance in the years around 1900, was as much 
a consequence of modest administrative arrangements as entrepreneurial 
quality. While the Committee of Lloyd’s was apprehensive about the 
developments, they did not prevent innovation, as they could have done if 
they wished. Once shown the way by Heath, the routines of the institution 
proved naturally flexible and responsive to new opportunities." 

This was a striking transformation in the fortunes of the institution. In 
the eighteenth century it had dominated marine insurance and had 
undertaken some fire business. The fire duty had killed the latter, and the 
legislation that allowed far more companies to enter marine insurance 
market from 1824 allowed their greater acceptance capacity to give them a 
substantial competitive advantage. In the mid-nineteenth century Lloyd's 
became increasingly a marginal market organised in an apparently 
archaically individualistic way bound to wither away gradually as the 
organised company form expanded its hold on marine insurance.” Yet the 
market-based routines it had developed, based on trust and confidence that 
allowed transparent information flows, low administrative costs, and the 
possibility of rapid innovation, lay dormant, waiting for an environmental 
change that would prove more congenial to these capabilities. And the rise 
of the hierarchical company organisational structure effected just such a 
change that reinvigorated the Lloyd's approach to underwriting. 


Ш 
ORGANISATIONAL INTERMEDIATION 


From the mid-nineteenth century, formal collusion organised by the Fire 
Offices Committee (FOC) was increasingly successful in controlling 
premium rate competition in fire insurance.“ This encouraged non-price 
competition, especially the expansion in branch office organisations. 
Initially modest in scope, but with increasing effectiveness from the 1880s 
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and 1890s, local inspectors motivated agents and brokers and dealt with 
large policyholders directly. From around 1900 branch offices encouraged 
the horizontal integration of fire and accident insurance to capture agents 
and brokers operating in both markets and reduce overhead costs. Branch 
office expansion continued apace through the inter-war years with the 
explosion in motor insurance." 

Alongside these marketing advantages, branch offices also allowed 
greater underwriting control through the monitoring of risk acceptances and 
claims settlements. Local inspectors and Surveyors assessed large risks 
directly and could evaluate the quality of small agents' businesses. In 
principle, therefore, a form of vertical Integration created a direct 
organisational line conveying information from the market to the 
underwriter, and back again, to direct marketing effectively, reducing the 
transaction costs when agency control had been less possible. 

The scale on which companies operated enabled them to establish 
administrative procedures and organisational structures that allowed 
sufficient specialisation for economies of scale to be generated. Clerks 
specialised in particular aspects of work, and decisions requiring discretion 
could be referred up to more senior staff. Indeed, managing clerical 
procedures became one of the main organisational resources developed by 
insurance companies in the century following 1860, and these certainly 
offered scope for cost reduction in the handling of risks. This further 
encouraged horizontal integration, as similar procedures could be used in 
different markets. It is no accident that Kafka was an insurance official, for 
these companies provided the apotheosis of extreme bureaucracy, in which 
detailed administration was taken to its limit in a service sector version of 
the modernist industrial firm.” 

The methodical nature of these procedures was encouraged by the tariff 
system through which the FOC controlled competition.* This specified the 
premium rate for each risk, identifying different rates for the components of 
more complex premises and indicating the policy terms that should apply. 
In motor insurance, vehicles were classified and rated by value and 
horsepower." Within the companies, underwriters supplemented tariff 
. regulations with additional underwriting guidelines. Proposal forms were 
scrutinised by armies of clerks, searching for discrepancies. These were 
referred to underwriting managers who might negotiate with branch 
managers or brokers. Risks covered insufficiently precisely by tariff 
regulations were passed up through company hierarchies, perhaps 
eventually being discussed at inter-company tariff meetings.” Tariff 
regulations for large fire risks required a surveyor to draw up a report with 
detailed plans. Branches would be expected to comment on the moral 
hazard associated with proprietors. Loss adjusters would assess the cause of 
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a claim and ensure that the company only paid what was necessary. Claims 
clerks checked proposed settlements. This specialisation changed the 
character of underwriting by separating its various elements. Indeed, the 
creation of the hierarchical, administrative organisation was associated with 
the emergence of insurance as a ‘profession’. Of course, there was 
something in this view. From the 1890s the Chartered Insurance Institute 
provided professional training that led to a more systematic approach to 
many technical aspects of the business. At Lloyd's, underwriting remained 
a matter of business. In the companies, it became a series of technical 
decisions which increased the difficulty of interpolating discretion or the 
integration of underwriting and marketing considerations.” 

In principle, the new company organisation provided a unified vertical 
channel which facilitated this integration. In practice, however, companies 
internalised the tension between the two activities, institutionalising it as a 
conflict between branch offices and head office. In the best managed 
companies these tensions could be both accommodated and even creative, 
but they could lead to problems. Branch staff could see underwriting 
margins as beyond their control because of the random incidence of claims. 
They preferred the more tangible objective of expanding premium income, 
especially when inspectors were paid revenue commission. Fussiness about 
risks discouraged them. This encouraged an expansive culture and one in 
which all companies had an interest. Expanding premium incomes 
increased investment reserves and earnings and funded organisational 
expansion. By contrast, underwriters at head office were more concerned 
about the losses risks might involve. Daily routine concentrated on the 
minutiae of individual cases, which encouraged a pedantic culture. 
Underwriters’ professional training and organisational methods encouraged 
a systematic rather than intuitive approach. By basing underwriting on 
administrative procedures, companies forced staff to take a narrow view in 
contrast with the swashbuckling inspectors out on the road, battling to 
secure risks against competition. The difficulty underwriters had in lifting 
their heads above the application of rules sometimes led them to see 
branches as subverting underwriting. In the branches, underwriters could 
become seen as the enemy to be circumvented. Negotiations were 
constrained by the administrative basis of operation, involving the costly 
time and effort of senior staff, enmeshed in the detail of tariff and company 
underwriting rules.” 

Administrative procedures also locked companies into an approach to 
underwriting that was unresponsive to market changes. Adjustments in 
tariff regulations required prolonged negotiation between member 
companies with varying interests. As a result, there were few fundamental 
changes in the structure of the tariff rating of fire risks between the 1920s 
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and the 1960s." At the company level the reliance оп administrative 
procedures meant that rules and regulations had to be committed to 
documentation for circulation to staff and agents. This involved cost and 
delay, so changes in underwriting policy were, in practice, rare. New 
policies always threatened to destabilise markets and were therefore 
unattractive to the tariff companies. They contributed none of the new 
accident insurance products that were introduced between 1890 and 1914, 
which nearly all came from Lloyd's, or from new companies Initially 
working outside the tariff arrangements.” Inside fire Insurance, they 
opposed important innovations such as loss of profits and burning cost 
policies, and saw the reduction in claims arising from sprinklers as a threat 
to premium income, rather than an opportunity to reduce premiums.” 
Indeed, their commitment to the heavy overhead costs implicit in an 
organisational structure created an obsession with revenue to cover costs, 
rather than profitability. It all reflected a deeply inflexible organisational 
structure that was principally concerned with resisting change. 

The commitment to administrative routines and capabilities shaped the 
response to competitive threats. When the tariff companies faced rate 
discounting from Lloyd's and independent companies on individual risks 
with good claims experience, their response was to intensify their stance. 
From the 1890s the FOC began to agree reduced premium rates for 
individual risks threatened by competition. The procedure was rational in 
allowing concessions only where necessary. But the administrative cost was 
extraordinary in that it meant regular meetings of all the principal 
companies to agree on the rating of an escalating number of particular risks. 
The contrast with Lloyd's individualism could not be more pointed.^ 

Why was the hierarchical model of insurance organisation apparently so 
successful over the 100 years following 1890? At one level it seems an 
entirely rational system of scrutiny and selection. In this sense it is similar 
to the models of hierarchical organisation so lovingly described in the work 
of Chandler and his disciples, following the stereotype of the modern 
Organisation with neat and rational structures. But the rise of this 
organisational form cannot be disassociated from the controlled competitive 
environment it created. And the same is true of the parallel growth of 
hierarchy and market control in British insurance, which can be briefly 
sketched. 

The tariff organisation created to ensure stability in the weakly 
oligopolistic fire market, was extended to the accident insurance market in 
1906 by the formation of the Accident Offices Association (AOA).5 The 
branch office expansion, encouraged by formal collusion, increased the 
barriers to market centry, reinforcing the control established by restricting 
reinsurance and underwriting information to tariff members.“ But because 
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this carried the burden of competitive activity between tariff members, 
organisational costs climbed. In the inter-war years branch organisations 
escalated and the administrative costs of operating the tariff system rose." 
If market control could be maintained, this did not matter, because the cost 
could be passed on to policyholders in premium rates. As risk improvement 
reduced claims through the twentieth century, premium rates moved little. 
Brokers were able to raise commission rates as they took firmer control of 
business. Thus, policyholders paid the cost of administrative control, branch 
organisations and commission rates. 

The market power of the large companies, their branch offices, and the 
tariff system was sufficiently strong to resist competitive pressure for a very 
long time. At first it did no more than create an environment that revived 
Lloyd’s, which re-entered fire insurance in the 1870s after the 
reconstruction of the tariff system in 1868. Its routines were ideally 
designed to handle large fire risks, often provided by the new provincial 
brokers, but it extended the scope of its British fire business by reinsuring 
independent companies who, because they were operating outside the tariff, 
were forbidden to reinsure with its members. In fact, many of these 
companies were effectively fronts for Lloyd’s members." The profitability 
of the tariff system, which the companies used to expand their 
organisations, allowed Lloyd's and its independent associates to 
reinvigorate the market approach to underwriting, utilising its flexibility and 
low costs. Then, in the period of rapid innovation around 1900, Lloyd's 
routines and capabilities proved far superior to the companies' in seizing 
new underwriting opportunities. In the inter-war years, Lloyd's brokers 
brought a growing business to the market from local high street brokers and 
from an early form of ‘affinity’ marketing through professional associations 
and trade unions. The companies followed where Lloyd's led, though their 
acceptance capacity and market power meant that they could always 
eventually substitute scale for sprightliness. 

Through the twentieth century, Lloyd's expanded its share of general 
insurance business, especially in the motor insurance market.” Growth was 
constrained by Lloyd's capacity and because independent underwriters were 
prepared to allow the tariff companies to act as price leaders, never 
discounting sufficiently to destabilise the market, enabling them to share the 
profitability created by the tariff. Independent companies operated 
successfully with slimmer organisations, but, as competition intensified, the 
tariff companies actually reinforced their conventional routines. Branch 
organisations expanded particularly quickly to serve the motor insurance 
market in the inter-war years, and the tariff companies tried to resist the 
continued competitive pressures by further branch development in the post- 
war years." But this failed. Competition from many sources, including 
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Lloyd’s, flourished. The AOA abandoned the attempt to control the motor 
insurance market in 1968. The FOC, threatened by the Monopolies 
Commission began to dismantle tariff control of the fire insurance market in 
1970, though the organisation remained until 1985. As could be predicted, 
the end of tariff control was paralleled by some contraction in branch office 
organisations through the 1970s and 1980s, though implicit collusion and a 
continuing commitment to the now conventional routine of company 
insurance operation limited this process,” 

Thus, the integrated, hierarchical model of insurance operation was in 
large measure the product of a collusive market and began to contract when 
Opportunities for market control disappeared. Just as we often imagine with 
many of the Chandlerian managerial corporations, internal organisation was 
cushioned by the collusive market their scale created. Perhaps hierarchical 
management must be considered in the same way as we have been taught to 
view the innovative potential of monopoly. Paradoxically, the environment 
created by the rise and slow fall of the hierarchical form allowed the Lloyd’s 
market-based approach to underwriting to flourish. The innovative and 
flexible approach to underwriting produced by Lloyd’s internal procedures 
was ideally designed to challenge the company administrative method at its 
weakest point.” 


IV 
DIRECT MARKETING 


From the late 1980s, the visible and invisible hands in insurance were 
challenged by ‘direct’ marketing. Direct Line, the pioneering company, was 
established as a subsidiary of the Royal Bank of Scotland in 1987 to market 
motor insurance directly by phone. The new method proved dramatically 
successful. By 1990 direct marketing was attracting 12 per cent of the UK 
private motor insurance market, by 1993 20 per cent and 1994 25 per cent. 
Direct Line took the overwhelming proportion, for it had few initial 
emulators. The most important was Churchill, whose aggressively English 
name betrays, to the student of international business, its Swiss origins.” 
But before 1994 there was practically no direct marketing by existing 
British companies. By 1995 the company was diversifying from motor 
insurance into other personal lines and even life assurance, using the 
routines it had developed in motor insurance, just as Lloyd’s had diversified 
into fire insurance from the 1870s, using market-based routines, and the 
conventional companies had diversified horizontally using administrative 
routines before 1914.% uy 

Direct marketing was a product of information technology. Early 
computers in insurance in the 1960s had Supported traditional 
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administrative processes such as accounting. In the early 1980s computer 
networks connected head offices, branches, agents and brokers, supporting 
the traditional structure of underwriting and marketing. However, from the 
mid-1980s, new technology pioneered in the US allowed the relationship 
between policyholders and insurers to be transformed. 

Direct marketing was based on massive advertising, using television and 
the press to persuade motorists to phone to obtain a competitive insurance 
quotation.” There was no cold calling. The innovation that facilitated this 
was the auto-call distribution unit which allowed any number of calls to be 
distributed to operators systematically.* Operators provided a friendly 
contact for policyholders, sometimes assisted by an appropriate regional 
accent” The information they needed to handle calls was supplied on 
screens connected to interactive databases. These contained data that could 
immediately be linked to callers, supplemented by requested information. 
This helped in making the sale and in appraising the caller from the 
perspective of underwriting. The database then produced guidance to the 
operator on what to offer the caller. Access to potential policyholders was 
made possible by widespread phone ownership and payment by credit card. 
All the recording of information and assessment could be completed in one 
call. Paper documentation was supplied later, printed out directly from the 
data recorded during the call. In effect the new method was more than direct 
marketing — it was also direct underwriting and administration. 

Direct marketing was successful for several reasons. A significant 
market segment found the new method more convenient. The elimination of 
agency commissions and branch expenses provided by the direct link saved 
between 20 and 30 per cent of premium income. However, during the early 
expansion of the business, the alternative cost of advertising was as high. 
National coverage involved a heavy overhead cost that could only be 
reduced by revenue growth.® Yet eventually the new cost and price base for 
underwriting supported major reductions in premium rates, which, given the 
high individual elasticity of demand for motor insurance, proved 
aggressively successful. 

Other considerations consolidated the new method. In particular, it 
allowed insurers to integrate marketing and underwriting more successfully. 
In terms of the insurance contract, it largely eliminated the market and 
hierarchical interfaces that had previously inhibited the process. 
Underwriting and marketing now took place in one transaction under direct 
company control. The company was able to select risks by making direct 
enquiries about their characteristics and then processing these instantly 
through a database that instructed operators whether a risk should be 
accepted. Database management also allowed finer discrimination to be 
made between risks, in a way impossibly expensive with the paper-based 
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systems of the past. Detailed postal codes could be used as a basis for 
refined geographical discrimination without creating major problems for 
marketing and administration by agency, branch and head office staff. This 
fed back into opportunities to use the database to establish more 
sophisticated rating structures derived from these finer discriminations. 
Furthermore, database management allowed premium rate adjustments to 
be made far more rapidly in response to changing experience than had been 
possible when these had been circulated in printed form. Reliance on the 
phone link allowed the company to take a closer control of claims 
settlement, dealing directly with the policyholder through ‘help lines’.*' 
This by-passed the agent, who had so often intervened in an informed and 
effective way to represent (or misrepresent) their clients’ case. Some 
companies are now moving towards more direct control with claims 
settlements monitored from head office by video cameras in designated 
garages, so that claims can be assessed with even greater accuracy. Put 
briefly, direct marketing cut out most of the agency and transaction costs 
previously associated with the administration of underwriting. 

Alongside this better control of underwriting, direct marketing allowed 
companies to take greater control of their market. Direct contact with the 
policyholder broke the power of the intermediary whose interest was always 
in protecting his own connection, rather than the company's. The traditional 
broker system had held policyholders within a network that provided them 
with alternative insurers whenever a company tried to raise its premium 
rates. Direct marketing avoided this link and one of its most striking 
characteristics was a far higher renewal rate at the end of each policy year. 
This allowed revenue to grow more successfully and allowed insurers more 
control over the terms of sale. It also reduced administrative costs, which 
are higher on new policies than on existing ones, because of the initial 
exchange of documentation and risk assessment. Ending intermediary 
intervention also allowed insurers greater freedom in risk selection. They no 
longer had to satisfy agents' and brokers' requirements in accepting a mixed 
portfolio of risks. Each risk could be written on its merits. One of the 
striking consequences was that direct marketing focused on creaming off 
desirable risks in a way that agency and broker connections would rarely 
have allowed. Thus, direct marketing attacked the most profitable business 
of the conventional companies, leaving them with less attractive risks, They 
lost both premium income and margins. Conversely, the loss ratios obtained 
by direct marketing were better, allowing an appropriate combination of 
higher profitability or greater competitiveness in premium rating. Finally, 
integrated control over the underwriting-marketing process allowed 
insurers to manage product branding more successfully. This has always 
proved difficult in geographically diffused service sector businesses, where 
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the character and quality of the product delivered to the purchaser is so 
much in the hands of branch organisations or intermediaries where detailed 
management control is difficult. With the whole transaction — and 
subsequent customer links — controlled by the insurer in a way that could be 
tightly managed through phone operators’ screens, the character of the 
transaction could be specified to provide desired levels of service such as 
the speed of response to calls — Direct Line claimed in 1992 to answer 90 
per cent of calls within ten seconds.* In short, direct marketing eliminated 
most of the transaction costs associated with the intermediary network. 

The success of Direct Line in capturing such a large market share was 
largely due to the fact that there was for seven years or so practically no 
response from established insurance companies. The reasons lie in the 
internal organisation and marketing environment described earlier. The 
competitive advantage of the traditional insurance companies lay in tbeir 
expertise in managing the hierarchical processes that attracted risks through 
the branch office system and then underwrote them on the systematic basis 
described above. Lloyd's also depended on brokers. While some 
rationalisation of company structures had occurred after the effective end of 
the formal cartels after 1968, the lack of any fundamentally different 
method of operation allowed implicit collusion to protect organisations that 
remained, in essence, bureaucratic." Significantly, direct marketing in 
insurance was pioneered by a subsidiary of the Royal Bank of Scotland, 
untrammelled by any previous insurance commitment. Furthermore, the 
entrepreneurial individuals wbo created the new methods were not 
insurance professionals. Their background was in information technology 
and they allowed that to shape the new system. In ownership and control, 
the direct marketing of general insurance was developed quite separately 
from the conventional insurance business. In the late 1980s the conventional 
companies found it difficult to move into fundamentally different 
technologies, even when they saw these destroying their business. They did 
not have the resources to mount such a move — either technical or human — 
when the innovation would make redundant the work of most of their staff, 
especially the management cadre whose control function was eliminated by 
the new information technology. Their commitment to conventional 
bureaucratic routines locked them into an uncompetitive position. 

Beyond this, they were faced with a critical marketing dilemma. On the 
one hand, there was the question as to how they could finance the major 
expenditure on advertising necessary to launch the new activity while 
continuing to carry the cost of a branch organisation. At the same time, their 
chief existing marketing resource was the goodwill they possessed with 
agency and broker networks, cultivated over decades by branch managers 
and inspectors in a multitude of accommodations and concessions. Agents 
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and brokers were even more painfully aware than the companies of the 
threat direct marketing posed to their businesses. The moment an insurer 
entered the new mode, all the goodwill it possessed with these marketing 
connections could be destroyed. They would move to a company that 
appeared to be committed to the conventional modes of delivery. 

The decision to establish a direct marketing operation therefore 
threatened to destroy one of the conventional insurance companies’ most 
valuable assets and one that was essential to the maintenance of what 
remained of their traditional business. Some fudged the decision by trying 
to set up direct marketing operations with quite different names that could 
be disowned.* But this was scarcely successful. In effect they were locked 
into the conventional mode of delivery that made them deeply 
uncompetitive, allowing Direct Line and other new companies entering the 
market for the first time, to expand without effective constraint. And by the 
time the older companies saw how much business they had lost, Direct Line 
had established a brand name which was for a time one of the most widely 
recognised in the United Kingdom.” 


V 
CONCLUSION 


The 'contractual paradigm' has been used by historians to interpret 
institutional forms with great success, but its explanatory power is limited 
to the analysis of the given circumstances surrounding particular 
transactions or agency relations. This essay has shown that ideas drawn 
from evolutionary theory can enrich interpretation by explaining how 
institutions develop new capacities that shape subsequent institutional 
cquilibria. The evolutionary approach also suggests that the study of the 
capabilities created within an institution is important in understanding its 
competitive strategy and success. 

These ideas have been illustrated in the context of the emergence of 
administratively organised, integrated insurance companies in the 
nineteenth century which exemplify the advantages of hierarchy, 
specialisation and scale. However, Lloyd's, based on individualistic 
underwriting and fragmented organisation, managed to survive alongside 


analysis and agency theory. The companies took closer control of marketing 
activity to reduce the transactions costs associated with local agents, and 
increase the flow of underwriting information reaching managers. At 
Lloyd’s, transactions costs were minimised because they took place 
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between two individuals whose reputation was well known and valuable to 
them over the long run and because the institution created facilities that 
improved information flows and reduced uncertainty in other ways. 

However, evolutionary theory suggests that institutions will be limited 
in the ways they respond to competition or resolve difficulties and that these 
will take the form of developing existing routines and capabilities, rather 
than radical change. Thus, having set their hand to develop agency 
networks, the companies certainly focused on their motivation and control 
through local branch offices. At head office they concentrated on 
developing administrative routines that would generate economies of scale 
though specialisation and delegation. These routines were reinforced by the 
detailed administrative procedures of the tariff system of premium rate 
control which all the big offices were required to support to maintain market 
stability. When they faced competitive pressure between themselves or with 
independent insurers, including those from Lloyd’s, the companies’ 
response was to extend or intensify these routines. They expanded their 
branch office organisations or intensified the grip of the tariff system. This 
explains the degree to which organisational control was expanded — and 
thus the institutional framework observed within a ‘contractual paradigm’ 
approach. Similarly, the process whereby Lloyd’s revived its activities was 
to reinforce the strengths of its networks and community. Larger syndicates 
were created to compete with the companies’ financial strengths, without 
undermining the individual responsibility of the underwriter and the 
unlimited liability of his members. Changing requirements to enter the 
market, and more information about the financial affairs of individual 
underwriters, were two other ways in which the traditional Lloyd’s system 
was recast to meet new challenges, creating greater protection for 
transactional relations. 

This concentration on particular routines and capabilities meant that 
both institutions were best suited to particular market environments. The 
companies were able to use their financial scale to accept large risks, their 
branch organisations and collusive agreements to contro] the market and 
drive up margins, and their administrative systems to handle large numbers 
of risks expeditiously. They used this to control the bulk of the British 
domestic general insurance market for 100 years or more from 1870. The 
process of extension and intensification of their capabilities to cope with 
competitive pressures probably led to an over-expansion of organisational 
development whose focus became market control rather than social 
efficiency. The ‘contractual paradigm’ has always seemed to emphasise 
private costs and benefits, rather than welfare issues. 

In any event, the direction and scale of the companies’ development 
revived Lloyd’s. The price of their scale, their market control and their 
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administrative systems, was a lack of flexibility, of price competitiveness 
and of innovation. These were precisely the capabilities that Lloyd’s 
routines provided, with a scale of operation that was still modest in scale, 
highly competitive and very innovative. Thus, in the late nineteenth century 
Lloyd’s was transformed from what had seemed at mid-century a quaint 
eighteenth-century relic to a vigorous and expanding insurance market, 
which played an important role within the British market and attracted an 
enormous business from abroad. 

The organisational and market-based routines dominated the operation 
of general insurance activity for most of the twentieth century. In the 1970s 
and 1980s the collapse of the tariff control of competition and the adoption 
of computer systems encouraged some contraction in organisations. But the 
real challenge came around 1990 with the introduction of direct marketing. 
This recent development marked a sharp break with the past because it 
eliminated most of the transaction and agency costs that had been implicit 
in both organisational and market-based routines. In this it sets the problems 
and institutional developments of the past in sharp and instructive contrast, 
illustrating the fact that contemporary change can help us to understand the 
past with greater clarity. Significantly, this radical change came from 
outside the insurance business and, as evolutionary theory would suggest, 
companies and Lloyd's have found it difficult to respond with equally 
fundamental revisions of their own methods. New and separate 
organisations are required. This emphasises the point that important 
strategic developments are rooted in internal capabilities and routines that 
are not, and cannot be, created overnight by management fiat. They are the 
product of institutional expertise and culture, shaped by the history of the 
organisation which possesses it, which must take its place at the centre of 
industrial theory and business history and draw the two more closely 
together. 
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Neoclassical economic theory assumes that all transactions between buyers 
and sellers of goods and services take place in a ‘market’ and that 
purchasing decisions are determined by price, given that the goods and 
services have identical features (for example, regarding quality) or are at 
least interchangeable. While this model might help to explain the exchange 
of homogenous products, it is inadequate to understand the relationship 
between buyers and sellers of consultancy services, because of the very 
specific nature of this activity. 

Consultancy is a business based on highly skilled human capital, which 
means that transactions are hard to separate from the individuals involved 
in their realisation. Contracts are concluded before the service has been 
delivered. In the absence of objective criteria regarding the value of outputs 
and in order to compensate for the uncertainty about quality, transactions 
will only take place if the client can meet the supplier personally and 
establish a relationship of co-operation and trust, often based on linguistic, 
cultural and social affinities. Once the transaction is agreed, the service 
itself is produced and consumed at the same time, a process often 
characterised as ‘co-production’.! 

Thus, only an explanatory framework which recognises forms of 
exchange other than pure market-based transactions can incorporate 
consultancy activities. The so-called new institutional economics, pioneered 
by Ronald Coase and developed more extensively by Oliver Williamson 
and others, provide such an alternative.? These authors have argued that, 
depending on the nature and the potential cost of the transaction, exchanges 
will take place in different economic institutions, within a single firm, on 
the marketplace or in the form of contracts which can be either explicit (that 
is, written) or relational (that is, largely based on trust). 

The origins of consultancy activities remain relatively obscure. It seems 
that independent experts began to offer their advice to companies in the last 
quarter of the nineteenth century. They came from different backgrounds 
and included, for example, advertising agents, auditors and engineers.’ On a 
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larger scale, however, consultancy activities developed only with the 
emergence and diffusion of scientific management during the first decades 
of the twentieth century and especially after the First World War. Indeed, 
Frederick W. Taylor and his followers and competitors not only published 
or presented detailed descriptions of their respective systems at conferences, 
but also offered to install them for a fee. Subsequently, a growing number 
of ‘efficiency engineers’ contributed to the widespread application of the 
new methods in the United States and around the world.” 

However, as will be shown, the evolution and the success of these 
consultants in the three major Western European economies differed quite 
considerably from one country to another. These differences were in part 
driven by the demand-side, that is, the need and the receptiveness of 
companies in each country for the Taylorist model of shop floor (and office) 
management.’ However, in itself such an explanation remains insufficient, 
especially in the British case. On the one hand, British engineers and 
employers are widely believed to have been rather hostile towards 
Taylorism. On the other hand, the Bedaux Consultancy, which offered a 
popularised version of scientific management, was much more successful in 
Britain than in any other European country. This apparent paradox has 
fuelled an ongoing debate, with some authors suggesting a re-evaluation of 
the British attitude towards Taylorism and others downplaying the 
importance of Bedaux.* 

While not intending to enter this debate directly, this article will consider 
an additional supply-side variable in order to understand the differences in 
the use of consultancies. It will look at the role of intermediary institutions, 
that is, institutions which are not involved directly in the transaction 
between consultants and their clients, but shape the exchange in a number 
of ways. Such a perspective is not incompatible with new institutional 
economics. In general terms, Mark Casson has recently proposed an 
extended model of the economy which incorporates what he calls ‘market- 
makers’, who influence the interaction between producers and consumers of 
goods and services.’ With respect to consultancy activities, such 
intermediary institutions facilitate the establishment of the necessary trust- 
based relationship by providing so-called ‘borrowed reputation’. 

On the other hand, they also provide an alternative to consultancies 
when it comes to the transfer of management know-how and managerial 
fashions.’ As a conduit, these institutions have two potential advantages 
compared to consultancies. First of all, they benefit from what could be 
called ‘instant’ trust, especially if they are established by the companies 
themselves. Secondly, unlike consultancies, which have to compete for 
business and therefore try to keep their proprietary approaches relatively 
secret, a single and strong institution ensures the adoption of uniform 
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solutions throughout a country’s industries. In this case, the development of 
consultancy activities is likely to be fairly limited. 

It will be argued that institutions of the second type played a crucial role 
in Germany, while those of the first, intermediary, type were predominant in 
Britain, with France occupying a middling position. The analysis spans the 
period from the First World War until about 1960, when consultancies and 
institutions largely focused on work study. It is structured chronologically. 
The following section covers the inter-war years when the patterns outlined 
above emerged. In the period immediately before and during the Second 
World War, which is analysed in the third section, the necessary 
rationalisation efforts accelerated these developments. They continued 
unabated in the first post-war decade which is dealt with in the fourth 
section, followed by a brief summary. 


II 


Consulting engineers appeared in all three countries during the last quarter 
of the nineteenth century. They established specific associations before the 
First World War, the Verein beratender Ingenieure in 1903, the Chambre 
syndicale des ingénieurs-conseil de France in 1912 and the Association of 
Consulting Engineers in 1913. The British and German consulting 
engineers largely limited their activities to the technical field, while their 
French counterparts also offered business-related services? 

French engineers showed an early interest in Taylorism, mainly because 
of its 'scientific' character. Leading representatives of the profession, such 
as Henry Le Chatelier, helped to make the new approach widely known in 
France. Some of them started to work as independent consultants when 
attempts to implement the new methods in their companies failed. The 
existing consulting engineers also saw scientific management as an 
opportunity to extend their activities. But most of the developments in the 
French consultancy market since the First World War were initiated by 
Americans. Already, in 1914, Harrington Emerson, a competitor of Taylor 
in the United States, had opened an office in Paris which introduced his 
organisation methods to a number of French metal-working and automobile 
factories. Shortly after the war, C. Bertrand Thomson, a professor at the 
Harvard Business School, established a consultancy in France, followed by 
Wallace Clark in 1927. The first French consultancies emerged in the late 
1920s and during the 1930s when most of the foreign engineers left as a 
result of the economic and social crisis in France. Quite often, their founders 
had originally worked with one of the US consultancies. This is, for 
example, the case with Paul Planus, who joined Thomson in 1918, but 
started his own business in 1929." 
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While consultancy activities in France developed early and expanded 
significantly during the inter-war period, institutional channels got off to a 
slower start and remained rather weak. Taylor’s followers had founded an 
association, but they competed with the supporters of the French engineer 
Henri Fayol. His doctrine focused on the planning, co-ordinating and 
controlling role of management rather than on the scientific organisation of 
the work process.” Both associations merged in 1926 to form the Comité 
National de l'Organisation Française or CNOF. А few months later, 
however, leading French employers, including Louis Renault and André 
Citroën, created a competing organisation for the promotion of scientific 
management, the Commission Générale de l'Organisation Scientifique du 
Travail, or CGOST. It received the support of the French government and 
the peak employers’ association.” 

As a result of this split, the contribution of both institutions to the 
diffusion of Taylorism in France was limited. Their major activities 
involved the promotion of an exchange of experiences among those 
interested in the new methods. To this end, the CGOST formed working 
parties on different subjects, including, for example, the determination of 
production costs, which were attended by managers, technicians and 
researchers. The CNOF, on the other hand, published an information 
bulletin at more or less regular intervals. It took more far-reaching 
initiatives, aiming at the training of work study engineers, and the 
standardisation of time measurement came only very belatedly, with the 
creation of the Ecole d’ Organisation Scientifique du Travail in 1934 and the 
Bureau des Temps Elementaires in 1938, respectively. 

The extent to which such institutions could have influenced the diffusion 
of scientific management can be gauged from a comparison with the 
German example.“ In Germany, the number of consulting engineers 
continued to grow after the First World War and reached more than 100 by 
the mid-1920s. In addition, another group of consultants focusing on 
organisational questions also developed and, in 1926, created their own 
association, the Verein beratender Organisatoren. But, despite these 
developments and the emergence of a few larger consultancies, such as 
Koch & Kienzle and Eduard Michel, the dissemination of the new methods 
was clearly dominated by institutional channels." 

Some of them had been established during the First World War, 
including, for example, the AusschuB für wirtschaftliche Fertigung, or 
AWE, which aimed at improving the efficiency of the production process." 
The most important step in the development of the institutional framework, 
however, was taken in 1921 with the creation of the National Efficiency 
Board (Reichskuratorium für Wirtschaftlichkeit, or RKW)." While 
receiving most of its funding frorn the German government, the RKW was 
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controlled and administered by industry representatives, with Siemens 
playing a particularly important role. It was not directly involved in the 
implementation of scientific management in Germany, but acted as an 
umbrella for other organisations in the rationalisation movement. From 
1927 it published a monthly newsletter which reached a circulation of 
12,000 in 1932 and served as a forum for the exchange of information. From 
1929 onwards it also carried out industry surveys in different branches of 
the German economy. By compiling averages for a number of key 
indicators and describing best practices they provided companies with 
benchmarks for their own performance and suggestions for improvement." 

Concerning work study, the most important institution among the RKW 
affiliates was the National Committee for Work Time Determination 
(ReichsausschuB für Arbeitszeitermittlung, or REFA), established in 1924 
by the employers in the metal-working industries." In 1928, the REFA 
published a handbook which provided detailed guidance for the calculation 
of standard piecework times as a basis for ‘fair’ remuneration.” More 
importantly, by 1933 it had trained more than 10,000 engineers in the new 
methods, the vast majority of whom worked in specific firms rather than as 
independent consultants. The predominant role of the REFA in the diffusion 
of scientific management in Germany had clear advantages, especially 
concerning the uniformity of approach and terminology. 

Britain, on the other hand, lacked a comparable institutional framework. 
The various institutions of the engineering professions grew significantly 
during the inter-war period, but served at best as a forum for the exchange 
of experiences and were in general rather sceptical of Taylorism. The 
National Institute of Industrial Psychology, created in 1921 with the support 
of leading industrialists, conducted a number of studies into the effect of 
scientific management methods. However, in line with the interests of an 
influential group of British employers such as Seebohm Rowntree, it shifted 
its attention more and more towards human relations and motivations.”! 
Rowntree was also instrumental in the creation of the so-called 
Management Research Groups or MRG, the first of which he founded in 
1926 together with Lyndall Urwick. An Oxford graduate, Urwick had 
joined the Rowntree Company in the early 1920s and was to become one of 
the most influential British and European management thinkers of the 
twentieth century. Following a US example, the MRG were intended to 
provide a forum where member companies could confidentially discuss a 
wide range of management problems. They subsequently established a 
number of regional groups, but their overall appeal and their membership 
remained rather limited. 

Unlike their German counterparts, none of the organisations mentioned 
above was involved in the training of work study engineers or the 
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standardisation of approaches. For the introduction of scientific 
management, therefore, many British employers turned towards 
consultants, especially after the late 1920s, when the Great Depression 
created a need to control and reduce production costs. The main beneficiary 
of these developments appears to have been the consultancy which the 
French immigrant Charles Bedaux had established in the United States in 
1916.2 The Bedaux system was based on his own version of scientific 
management, which would not have gained the approval of Taylor or his 
followers.? But it was a considerable commercial success and his 
consultancy developed rapidly in North America and, from the mid-1920s, 
also expanded internationally, often based on work for the subsidiaries of 
his US clients. 

Bedaux was neither the first nor the only consultant to introduce 
scientific management methods into British companies. Between 1910 and 
1924, for example, the motion study pioneer Frank B. Gilbreth and his wife 
Lillian had already consulted a number of firms in Britain.* Some of the 
above-mentioned institutions apparently facilitated the penetration of 
consultancies in Britain. The MRG’s Labour Section, which had been set up 
in 1929, examined different work study and payment-by-results schemes, 
including Bedaux.” And Rowntree himself invited American businessmen 
and consultants, such as Wallace Clark, to visit his factory or to give talks 
at conferences.” 

However, none of these could match the expansion of Bedaux’s British 
subsidiary, which was established in 1926. The number of its assignments 
grew steadily from only two in the first year to 40 in 1933, with the 
cumulative total reaching 170.” Much of this success has been attributed to 
the salesmanship of Bedaux himself.” However, credit also needs to be 
given to the specific features of his system, which to a certain extent 
emulated the German REFA organisation.” It measured and standardised all 
human efforts according to a single unit of measurement, the so-called 'B', 
which made comparisons across any range of activities possible and thus 
facilitated the calculation of payments to workers and simplified 
monitoring. In addition, and more importantly, Bedaux claimed that the 
measurements to calculate the various standards were derived from the 
combined experience of all his engineers. As a result, the time considered 
‘normal’ for each task lost most of its potentially arbitrary character.” 

The success of Bedaux in Britain becomes even more apparent when 
compared to his performance in Germany and France, where he had also 
established offices in 1927 and 1929 respectively. In early 1932, only five 
German companies had installed the Bedaux System compared to 30 in 
Britain and 16 in France.” Since Bedaux was the only consultant active in 
all three countries, these numbers provide a good indication of the 
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differences in the respective development of consultancy activities. As 
shown above, these differences were to a large extent driven by the 
availability and the role of institutional channels in the diffusion of 
scientific management. They increased further in the subsequent period, and 
especially during the Second World War. 


П 


In Germany, the Nazi regime initially adopted a rather critical attitude 
towards the rationalisation movement, because it was seen as one of the 
reasons for the high unemployment in the country. The German Labour 
Front (Deutsche Arbeitsfront, or DAF) which replaced the dissolved trade 
unions appeared particularly hostile. It was upon its initiative that the 
Bedaux Consultancy was outlawed in 1933 and its property seized.” 
However, the new government soon re-evaluated its position when it 
became apparent that a major improvement in productive efficiency was 
needed to carry out the rearmament programme and prepare the country for 
war. In 1935, the DAF itself established a research institute to Investigate all 
aspects of German working people and labour.” Subsequently, it examined 
different work study systems, including REFA and Bedaux, and attempted 
to define the essence of ‘true’ rationalisation. 

Consultants were among those benefiting from this change. The number 
of consulting engineers increased rapidly, especially during the war, from 
about 100 in the mid-1920s to 320 in 1942 and almost 700 іл 1944.^ In 
1937, Bedaux was authorised to re-establish a consultancy together with 
German partners under the name Gesellschaft für Wirtschaftsberatung. In 
doing so, he apparently benefited from high-level protection, possibly in 
conjunction with the visit of the Duke of Windsor to Germany, which he 
helped to organise.” Two years later, however, Bedaux was forced to 
withdraw from this consultancy, which continued to operate during the war 
under German control. This was the result of a confidential report on the 
Bedaux System written by the DAF research institute. It criticised the 
foreign control of the consultancy rather than the technical value or 
usefulness of its approach.* Another author who compared the REFA and 
Bedaux systems in detail also came to a rather positive evaluation of the 
latter, characterising it as especially appropriate for industries with a high 
content of manual rather than machine labour." Not surprisingly, 
representatives of REFA therefore did not insist on the superiority of their 
own system when criticising Bedaux, but on the need for a single, 
standardised approach in Germany as the basis for inter-firm comparisons.* 

Both REFA and RKW played a crucial role in the intensified German 
rationalisation efforts before and during the Second World War. They were 
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now controlled by the Nazi authorities which had already appointed 
supervisory commissioners in 1933. REFA expanded the scope of its 
activities, reflected in a change of name to National Committee for Work 
Studies (ReichsausschuB für Arbeitsstudien) in 1936. Between 1933 and 
1945, it trained an additional 30,000 engineers. The RKW vastly increased 
the number of industry surveys started in 1929 with the declared intention 
to improve economic efficiency. By 1940, about 900 companies had 
participated in these surveys, covering over 100 branches of the economy.” 
It also carried out a number of special rationalisation studies, some of them 
of a rather sinister nature, concerning, for example, the ‘optimum economic 
use’ of the Jewish ghetto in Warsaw.” 

Thus, once again, the common institutions, now under the control of the 
Nazi authorities rather than industry, carried the brunt of the rationalisation 
effort in Germany. In Britain, by contrast, much of the increase in 
productive efficiency during the same period was accomplished by private 
management consultancies. In the 1930s, the British Bedaux Consultancy 
continued to expand in terms of new clients and assignments, but more or 
less stagnated in terms of annual turnover, which reached a peak of 
£165,000 in 1934 and then declined slightly until the outset of the war." 
This development might have been influenced by a few highly publicised 
strikes against the installation of the Bedaux system at the beginning of the 
decade." But the consultancy also fell victim to its own success, which 
prompted a number of spin-offs. Thus, in 1934, Leslie Orr, a Sales Manager 
at Bedaux, formed a consultancy partnership with Lyndall Urwick, who had 
been Director of the International Management Institute in Geneva from 
1928 until its closure in 1933. In the same year, Maurice Lubbock, who had 
experienced the Bedaux system as a client, established Production 
Engineering, for which he hired the Bedaux consultant Robert Bryson as 
Managing Director. 

Probably even more important was the increasing unpopularity of 
Bedaux himself, due to his association with the Duke of Windsor and the 
Nazis. In 1936, under pressure from his directors, Bedaux agreed to 
relinquish the majority financial control, and British Bedaux Ltd became the 
first and, for a long time, only consultancy to be quoted on the London 
Stock Exchange. Two years later, an operating company was formed, called 
Associated Industrial Consultants or AIC.^ AIC's fortunes turned with the 
beginning of the war, together with the prospects of the consultancy 
industry as a whole. From £134,000 in 1939/40 annual turnover soared to 
£342,000 in 1944/45, and the cumulative number of assignments increased 
from 375 at the end of 1939 to 659 by the end of 1945. The government, 
and especially Sir Stafford Cripps, the Minister in charge of Aircraft 
Production, encouraged the use of consultancies.“ But with the exception of 
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his Ministry and the Royal Ordnance Filling Factories, all of AIC's clients 
during the war were private firms. The government thus acted as an 
intermediary and helped to overcome potential reluctance of the users, 
similar to the role played by the MRG in the previous decade. 

Comparatively little is known about the French consultancy market 
during the same period. A number of new consultancies were established in 
the 1930s, including, for example, the Bureau des Ingénieurs-conseil en 
Rationalisation, or BICRA, which pioneered human relations approaches in 
France, but disappeared with the death of its founder Jean Coutrot in 1941.* 
The French Bedaux subsidiary expanded significantly and by 1939 
employed about 80 consultants and had installed his system in 350 
companies." It continued to operate during the war, introducing his system 
in several factories of the French aluminium producer Pechiney.” 

Thus, at the end of the Second World War, the British and the French 
consultancy markets were well developed. In both countries, but especially 
in Britain, institutions appear to have played a rather minor role in the 
wartime rationalisation efforts. In Germany by contrast, the RKW and its 
affiliates, especially REFA, continued to be the major channels for the 
improvement of efficiency. 


IV 


The first post-war decade saw a remarkable degree of continuity. In Britain, 
consultancies continued to expand considerably. The same was true for 
France where the government also began to play an important role in the 
efforts to improve productivity. In Germany, after a short period of 
uncertainty, the old institutions re-emerged and, once again, occupied 
centre-stage. The respective involvement of consultants, private sector 
institutions and governments in the so-called productivity drive is 
particularly instructive in this respect, and highlights the differences 
between the three countries very well. The technical assistance programme 
was launched as part of the Marshall Plan in 1948, and included 
productivity missions of representatives from industry, labour and 
government to the United States as well as road shows, training 
programmes and factory visits by American specialists in Europe. 
Participating countries established their own productivity centres and, in 
1953, a European Productivity Agency, or EPA, was created to co-ordinate 
their work.” 

In Britain, consultants were Closely associated with the efforts to 
increase productivity. Norman Pleming, the Managing Director of AIC, was 
seconded to the Anglo-American Council on Productivity (AACP) as 
‘Honorary Consultant’. Together with his US counterpart, he drafted a 
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comprehensive report on the Council’s activities which later served as a 
basis for Graham Hutton’s book, We Too Can Prosper." In addition, the 
Labour government supported a number of showcase consultancy 
interventions, especially in the textile industry. For example, in 1946 
Production Engineering was asked by the Cotton Board to improve the 
efficiency of the cardroom in the Musgrave Spinning Company Mill in 
Bolton, Lancashire. The consultancy recommended a number of measures, 
including the introduction of an incentive wage scheme, which were 
approved by the management, the workers and the local union. Their 
implementation resulted in increased earnings of 30 per cent for the 
operatives, while reducing total labour costs by ten per cent.*! 

Consultants also became involved in the British Institute of 
Management, or BIM, where business and labour representatives could 
discuss ways to improve management methods. Its creation in 1947/48 was 
actively promoted by Sir Stafford Cripps, then President of the Board of 
Trade, and, from 1947, Chancellor of the Exchequer.” Lyndall Urwick and 
three other consultants were invited to become members of the BIM 
Council. Most importantly, in 1952 the BIM established a register of 
‘approved’ consultants, intended to address the quality control problem. 
Consultancies wanting to be included had to provide details about the 
qualifications of their staff and submit names of clients who were contacted 
and asked to assess the quality of the services received. Panel members also 
had to subscribe to a code of conduct.” 

The British consultancy market grew at an unprecedented pace, both in 
terms of fee income and staff. It was dominated by four large service 
providers, the so-called 'Big Four: AIC, Urwick, Orr & Partners, 
Production Engineering and Personnel Administration, which had been 
established by the former AIC Director Ernest Butten in 1943. The Big Four 
founded the Management Consultancies Association (MCA) in 1956. In its 
annual report for 1961, the MCA estimated that the revenue of its member 
firms had increased by more than ten per cent per annum since 1952, 'after 
allowing for any increase in fees to offset the rising costs of high grade staff 
over the period'. By 1962, the Big Four together employed 1,100 
consultants in the British Isles, making it the most developed market in 
Europe.“ 

In Germany, the number of those involved in different types of 
consultancy activities apparently doubled between 1950 and 1960. 
However, compared to Britain, the German consultancy market remained 
rather underdeveloped. In 1954, 25 individual consultants established the 
Bund Deutscher Unternehmensberater, or BDU, as a sort of ‘club’. Until the 
1960s, no large service providers emerged, with the exception of the 
consultancy founded by the engineer Gerhard Kienbaum in Gummersbach 
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immediately after the war. Focusing initially on technical services, he 
gradually expanded into other areas, such as management consulting and 
executive search. By the mid-1960s, he employed more than 100 
consultants in several offices.” 

Once again, the availability and strength of institutional channels has to 
be seen as a major reason for these developments. Both the RKW and the 
REFA re-emerged shortly after the war, initially at a regional level. They 
were officially re-established in 1950, with a number of important changes, 
mainly concerning the participation of union representatives in their 
governing bodies and the decentralisation of activities. The importance of 
the RKW, now Rationalisierungs-Kuratorium der Deutschen Wirtschaft, 
can be seen in the fact that it became the German productivity centre. 

Among those who went on a productivity mission to the United States 
in the spring of 1952 was a group of German REFA engineers. They met 
leading proponents of time and motion study, visited a number of 
companies and spoke to management and labour representatives. Overall, 
they were not impressed, and pinpointed especially the lack of uniformity in 
the development, teaching and application of work study. In contrast, they 
highlighted the advantages of the German system, where the REFA created 
standardised terminology and principles in collaboration with 
representatives of the trade unions and the employers’ associations.” 

German engineers showed some interest in other systems, such as 
Methods Time Measurement (MTM). The Bedaux system was also back on 
the agenda, at least judging from the number of publications about it in the 
early 1950s.” However, the REFA continued to dominate the 
implementation of work study in Germany. Its monopoly-like position was 
confirmed by a representative survey, conducted on its behalf among 
industrial firms in March 1956.” An overwhelming majority of companies 
(71 per cent) considered work study to be indispensable, and 78 per cent had 
their own internal work study department. Asked which system they used, 
80 per cent of respondents named REFA, three per cent Bedaux and five per 
cent others.” 

In France, the comparable institutions were further weakened after the 
war as a result of the growing public influence on the one hand and the 
activities of private consultancies on the other. Unlike the RKW, the CNOF 
was not chosen as the French productivity centre. This task fell to a 
specially created Commissariat which was government-controlled despite 
participation from employer and — initially — labour representatives. The 
CNOF subsequently tried to get more involved in further management 
education, but initially with little success.“ The CGOST, renamed the 
Commission Générale d'Organisation Scientifique (CEGOS) in 1936, 
gradually developed into a consultancy with a focus on training and human 
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resources. Overall, the French consultancy market developed considerably 
during the immediate post-war period, with the expansion of the existing 
service providers like Paul Planus and the emergence of a ‘second 
generation’, including André Vidal, Pierre Michel and Yves Bossard. 
Almost all of them were firmly anchored in the Taylorist tradition. This is 
clearly reflected in the name of their association, Association Française des 
Conseils en Organisation Scientifique, or AFCOS, which was established at 
the end of the 1940s.* 

The change of its name to Association Française des Conseillers en 
Direction, or AFCOD, in the early 1960s was one indicator of the major 
changes which occurred in the European consultancy markets from the late 
1950s. They gradually became more similar, both in terms of the service 
providers and the types of services, but without the differences described 
above being completely eradicated.” 


V 


The preceding sections have demonstrated that these differences in the use 
of consultancies can be explained to a large extent by the availability and 
the strength of institutions providing an alternative channel for the diffusion 
of Taylorism. Germany is the best example of the effect of these institutions 
on the evolution of consultancy activities. The REFA all but monopolised 
the diffusion of work study in German industry. It developed standardised 
approaches which were widely disseminated through the training of 
engineers. The RKW provided an umbrella for the rationalisation 
movement as a whole and, based on this unique position, managed to 
compile industry-wide data which served as a useful benchmark for inter- 
firm comparisons. In such a framework, where information was shared 
relatively freely among companies, there was little need for consultancies. 

Britain occupied the opposite end of the spectrum. Here, institutions 
and, at certain times, the government acted as intermediaries between the 
consultancies and their users. Their actual role ranged from tbe promotion 
of an exchange of experiences to an active encouragement of consultancy 
use. It probably reached its most developed stage in the establishment of the 
BIM consultancy register, which provided potential users with important 
information about the quality of possible service providers. These 
institutions thus contributed to the significant development of the British 
consultancy market since the 1930s. 

France was situated somewhere between the other two. A number of 
institutions emerged which had similar ambitions to their German 
counterparts. However, they never achieved the same level of unity and, as 
a consequence, largely failed to provide an alternative channel for the 
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diffusion of Taylorism. Most of them focused on the exchange of 
information and experiences, which left enough room for the development 
of consultancies, many of them of American origin. Unlike their British 
equivalents, the French institutions do not seem to have facilitated the 
penetration of these consultancies. 

These patterns emerged in the inter-war period. They changed little until 
the late 1950s. The Second World War played an important role, because the 
need to improve productive efficiency accelerated developments and thus 
accentuated the existing differences. This is particularly obvious in the case 
of Germany, where the Nazi regime, after some initial hesitation, relied 
extensively on the existing institutions for the rationalisation of industry in 
preparation for war. With the exception of France, where the government 
assumed a more important role, the developments after 1945 show a 
significant degree of continuity, highlighted by the different involvement of 
consultancies and institutions in the productivity drive. 
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Financial Reconstruction and Industrial 
Reorganisation in Different Financial 
Systems: A Comparative View of British 
and Swedish Institutions during the 
Inter-War Period 
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Studies of financial distress have recently enlivened the institutional 
economics literature. While the main focus has been on the role of banks in 
the transformation of industry, other economic historians and economists 
have concentrated on the relationship between financial reconstructions and 
capital structure. Some have tried to answer the somewhat speculative 
question of whether banks have failed industry or not, whilst others have 
explored the role of commercial banks’ in inter-war Europe.' The tools of 
institutional economics allow for a reinterpretation of the traditional view of 
financial reconstructions, or at the very least provide new insights into these 
phenomena. Similarly, theoretical models are enbanced by being placed in 
an historical context. Although economic history demonstrates that 
countries' financial systems differ institutionally depending on the timing of 
industrialisation,? few comparative studies have been carried out on the 
micro- as opposed to the macro-level. This empirical study combines a 
survey approach with a comparative historical methodology and has the 
objective of discovering the inner logic and structure of financial 
reconstructions in the UK and Sweden during the inter-war period. This 
essay will identify and explain the differences in experience. 


П 


When empirical analyses are related to the institutional economics 
literature, they show that the composition of financial contracts and the 
affiliation of contracts by various investors have a substantial impact on the 
process of reconstruction.’ The capital structure determines the direction of 
future capital flows and the influence this will have on strategic decision 
making within the firm. In a reconstruction situation, these functions are 
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very Often renegotiated, since either the firm cannot meet its obligations or 
it simply does not want to. Another strand of this expanding literature is the 
bargaining which occurs between the external providers of capital; 
shareholders (trustees), holders of debentures/bonds, and the banks. Studies 
have, for example, analysed how variations in bankruptcy laws affect 
bargaining.* A fundamental issue is the impact which the possibility of 
renegotiating in the future has on the initial design of the contract, and 
whether the contracting parties, through the design and the distribution of 
financial contracts, are able to influence such renegotiations. This indicates 
an information problem in the interaction between financial and non- 
financial organisations in which investors as outsiders lack full knowledge 
of the circumstances of the borrower. It has been argued, however, that the 
existence of certificates of indebtedness strengthens the bargaining power of 
the shareholders in future negotiations between management and 
shareholders.’ Similarly, another study has shown how a capital structure, 
where many investors specialise in short- and long-term claims, can lead to 
lower costs for capital compared to a structure with only one investor. 

A starting point in the theoretical literature is the difficulty which 
extemal investors have in distinguishing between firms that are able to pay 
and companies that cannot, even though they have enough liquidity. 
According to the theory of incomplete contracts it is nearly impossible to 
stipulate and write down exact criteria for each situation. In a case where a 
firm claims that it is unable to pay, although it is in fact capable, the investor 
might have to force a liquidation of assets. Here the company refuses to 
meet the obligations stipulated in the contract, despite the fact that 
substantial firm-specific values are being spoiled. To a certain extent, the 
capital structure is determined by an adjustment between the demand for 
pushing the management to pay when it is capable and immediate 
liquidation when it is incapable of paying. Thus, the costs of financial crisis 
are determined by endogenous factors. When there is an obvious risk that 
the management of the firm is incorrectly arguing that it is unable to pay, 
the external financial costs for continuing the commitment have to increase. 
A possible prediction is that larger and more complex firms, with relatively 
better possibilities to withhold resources, will have a compound capital 
structure aiming to take measures against renegotiation. This prediction 
corresponds with data from the US. 

There are significant international differences in the financial 
arrangements and governance structure of firms which influence the 
behaviour of both lenders and borrowers during periods of crisis and 
reconstruction. At tbe one extreme are countries such as Japan and 
Germany, where close ties between industrial firms and banks, within 
financial groupings, lead to an increase 1n investment during crises. In such 
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circumstances the interests of the group exceed those of the individual 
investor, a situation which reduces the likelihood of liquidation if a firm 
becomes financially distressed.’ At the other end of the spectrum is the 
United States, where the interests of the creditor are distinct from those of 
the borrowing firm, a situation which increases the likelihood of 
liquidations during periods of financial stringency. Set against these two 
extremes, the Swedish system is generally assumed to be reminiscent of the 
Japanese and German system, whereas British arrangements are more like 
the American system. 

Arm's length financial arrangements, such as those in Britain and the 
United States, explicitly aim to deter firms from claiming an inability to 
meet debts during a crisis when they are capable or just capable of paying. 
On the other hand, in control-oriented countries such as Japan, Germany 
and Sweden, financial arrangements stress the importance of reducing 
potential liquidation costs when a firm is distressed. Viewed in this way, it 
would seem that the costs of arm's length arrangements appear to be due to 
liquidations of firms which were suffering from short-term crises but were 
profitable in the long term. On the other hand, under the control-oriented 
system, costs stem from firms which are unprofitable over a long period. It 
is questionable which system is preferable, since arm's length arrangements 
may be better when a liquidity crisis is a sign of long-term difficulties of 
profitability. On the other hand, the control-oriented system may be better 
when a liquidity shortage is less informative, for example, during a general 
economic downturn. 

In Sweden, more than 50 per cent of the industrial workers during the 
1980s were linked to one of the two main financial groups. In addition, the 
Swedish financial groups have traditionally, at least during downturns, 
provided rescue packages and had extensive ties to the large firm sector. 
During liquidity crises in the inter-war years, the banks were influential on 
both the debt and the equity side, and thus increased their already strong 
positions. Reconstructions, in relation to the Deflationary Crisis of 
1920-22, revealed a certain pattern where firms belonging to a financial 
group got more help from the house bank to stay in business than firms 
outside.’ In one-bank relationships the investor kept all the main financial 
contracts in the firm (credit, deposit, bond, even shares). The bank was 
playing the role of unofficial receiver, and, in case of renegotiations of debt 
contracts, or when the firm was likely to go bankrupt, the main banks 
sometimes presented the other investors with an ultimatum to carry all the 
responsibility for the reconstruction of the firm. 

In Britain, on the other hand, without the close ties of a financial 
grouping, the investor's position is strengthened during renegotiations 
through the sharp distinction between the interests of the firm and those of 
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the creditor. Such arrangements inevitably deter firms from arguing they are 
incapable of paying when they are in fact able. In the context of the financial 
reconstructions of large firms in Britain, a number of studies have discussed 
the role of clearing banks, merchant banks and the state.’ In Britain’s staple 
industries, such as steel and textiles, the government and the Central Bank 
played a key role in the industrial reorganisation which followed the 
financial problems in both branches. However, the plans drawn up by the 
Bank of England, institutionalised and implemented through two sub- 
Organisations, the Securities Management Trust (SMT) and Bankers 
Industrial Development (BID), were not successful in the long run. To some 
extent, the behaviour of the Central Bank preserved the old industrial 
structure by rescuing firms which had long been unprofitable. These 
examples suggest, therefore, that whilst there are similarities with the 
American model and parallels with the Swedish system, instead of 
maintaining an arm’s length relationship with clients, the Bank of England 
Imposed certain institutional arrangements on the industry. Many British 
banks developed long-term commitments to firms, giving them a control- 
orientation more akin to that in Germany, Japan and Sweden. 

The objective of this article is to provide a reinterpretation of the process 
of financial reconstruction and industrial reorganisation in inter-war Britain 
and Sweden through a comparison of the two systems. Special attention is 
paid to the behaviour of private banks in the two countries during a period 
of financial distress, when bargaining power was likely to have been 
transferred from the firm to any external investors.” The essay will 
demonstrate that traditional views of bank-industry relations can be 
misleading. Instead of banks in Britain pursuing arm's length arrangements 
and those in Sweden being more control-oriented, financial institutions in 
the two countries pursued similar policies. Thus, whilst in Britain banks 
became involved in industrial transformation, in Sweden there were 
elements of a more distant relationship between banks end industry. 

The behaviour of the investors might differ depending on the business 
cycle, so it is important to remember that the central hypothesis of this essay 
only holds when firms are financially distressed. It therefore focuses on the 
effects of financial distress on debt and equity and the consequences for 
production, management and employment. In theoretical studies of 
industrial finance, the role of the state and the Central Bank has been left 
out." Since these institutions were deeply involved in the transformation of 
industry during the inter-war period, it seems natural to incorporate them in 
this analysis. Secondly, studies of financial reconstructions do not consider 
the social network of interlocking directorships which were used as an 
instrument for information transmission and control over the distressed 
firm." A principal reason for studying the behaviour of intermediaries 
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during a period of industrial downturn is that their intentions, with regard to 
their commitments, become even more evident under stress. The situation 
calls for intervention whilst the statements from the various parties 
concemed are also relatively more frequent. In addition, during a financial 
crisis measures may be taken that go beyond the conditions stipulated in the 
formal contract. As a result it becomes possible to focus on how new sets of 
' rules are introduced and institutionalised. 


ШП 


In this comparative analysis, two samples of firms from the UK and Sweden 
have been chosen, each consisting of 12 firms, although there is no 
particular reason for this sample size. It would, of course, have been 
statistically possible and desirable to use a larger sample, and perhaps to 
concentrate on just one branch over a more limited period of time, instead 
of focusing on various branches during the whole inter-war period. The 
argument for keeping the numbers down is to enable the use of case studies 
at a Jater stage in the research (not included in this discussion), which would 
not be feasible with a large number of companies. It will, however, be 
difficult to form clear conclusions concerning a branch or a whole industry 
on the basis of these two samples. Nevertheless, use of the secondary 
literature allows for generalisation concerning the pattern of financial 
reconstruction in large-scale mature firms for the inter-war period. 

To allow for comparability, only non-financial companies from the 
industrial sector have been chosen. The firms have been collected through a 
stratified random sample of companies that have had losses over a minimum 
of two years. A sub-criterion is a minimum share capital, to ensure they are 
all large-scale firms. In the case of the UK, the minimum is £3.5 million, 
which corresponds to SEK2 million in the Swedish case. The third criterion 
is that firms must have made losses during the inter-war period. If the firms 
had had losses more than once during this time, only the first phase of the 
financial problems have been taken into account in the analysis." Other 
criteria, such as region or any other type of corporate status, have not been 
used in the selection of firms. (For data on share capital and bank 
relationships of individual firms, see the appendix.) | 

The selected firms are spread among a number of branches with 
variation partly a reflection of differences in the country-specific industrial 
structure and the concentration of capital intensity. British firms are mainly 
in iron, steel and mines, with eight out of 12 firms belonging to that branch 
(see Table 1). The remaining companies are in the field of shipbuilding/ 
armaments, engineering and textiles. The Swedish sample is more 
diversified, although this should not be taken to indicate a generally wider 
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TABLE 1! 
SELECTED COMPANIES AND THEIR MAIN BRANCHES 
Firms Ship- Iron & Engineering  Chenncals Paper, Pulp, — Textes — Purmtme, 
building, Carpets 
Armaments Mines 
Armstrong X X 
Austin X 
Bakiwin's X 
Beardmore X X 
Bolckow X 
Colville X 
Consett X 
Dorman Long X 
Harland & 
Wolff X 
Lancashire Cotton 
Corporation X 

Richerd Thomas X 
Umed Steel X 
Atlas Daceei X 
Вас X 
Claes Jobansson X 

X X 
Larsbo-Norns X X 
Lineoleumab Forshaga X 
Lyusnan X 
Munkteil X 

X 

Svenska Thndsticksab X 
Y tterstforn-Munksund X 
Atvidabergs Indestrier X 





Sources: Stock Exchange Official Intelligence, Stock Exchange Yearbook, Svenska aktiebolag och banker 


business structure, and the majority belong to staple industries. Thus, both 
samples are biased towards mature industries, since these were the ones that 
mainly made losses during the period. Following the prime criterion, the 
firms chosen, as well as the subsequent results, are only representative for 
large firms and branches that were financially distressed during the inter- 
war period. Given these characteristics, it is likely that the treatment of the 
firms by both banks and the Central Bank was firmer than would have been 
the case with younger and smaller firms. 

In the analysis, certain concepts will be used to highlight particular 
stages in the development of the firm. ‘Financial distress’ characterises a 
stage when a company is suffering from two or more years of losses. The 
term 'financial reconstruction' is used as a general concept for various 
operations taking place in the firm due to the losses, for example, write- 
downs and write-offs of share capital and loan capital, building up of a 
reserve fund, and so on. These measures, which are presented in Tables 2 
and 3 below, are the practical results of negotiations between the firm and 
investors. They all have one thing in common, namely the effect which they 
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have on the capital structure. This distinguishes them from the next concept, 
‘industrial reorganisation’, which is used in relation to changes of 
production. A new line of production, a reduced workforce, or managerial 
changes are all examples of consequences that initially strike non-financial 
parts of the firm. 


IV 


Among British financial intermediaries, the clearing banks had large 
commitments in the industrial sector. In relation to the total portfolio of 
commitments, nearly a third of the credits were granted to industry," with 
the two most indebted branches being iron and steel, and textiles. As an 
example, the National Provincial Bank was heavily involved in the steel 
industry during the inter-war years. Of the 36 largest companies, nearly one- 
third had their account with National Provincial," which also provided ten 
per cent of their overdrafts. In the case of Midland Bank and Lloyds Bank, 
the proportions were 7.75 and 3.4 per cent respectively. If we concentrate 
on the firms in our sample, most firms had so-called multi-bank 
relationships (see Appendix, Table 7).* Beside credits in one or two of the 
‘Big Five’, it was also common to have credits with regionally based banks. 
Just one firm, Austin, had a one-bank relationship, with the Midland Bank. 
The rest had at least two credit relationships, but none had more than four. 
The Midland Bank had commitments in five of the firms, whilst Lloyds 
Bank and the National Provincial Bank were involved in four each. 

During the period studied, all British firms were financially 
reconstructed. In addition, nearly all of them also had their industrial 
activity reorganised. In the majority of the cases, the financial 
reconstructions took the form of write-downs or write-offs of the share 
capital (see Appendix, Table 5). A general reduction took place in the 
second half of the 1920s, when half of the firms made write-downs.” Three 
other firms were forced to do the same in the 1930s. More than half of the 
firms had the same or less share capital in 1935 than they had had 15 years 
before. Thus, in real terms, the total share capital decreased during the 
period. 

Comparing the equity and debt structure, the financial reconstructions 
affected the share capital to a higher degree. Although there were write- 
downs of loan capital, changes of creditors and loans converted to shares, 
these events were less frequent. Nevertheless, the evidence demonstrates 
that banks played an active role in reconstructions. In six cases, either the 
Bank of England or the banks or issuing houses became either majority or 
minority shareholders in the firm. The state of financial distress also had 
substantial non-financial implications, because in the majority of the cases 


TABLE 2 


OPERATIONS AND YEARS FOR BRITISH RECONSTRUCTIONS 








No name given Ar Au Ba Be Bo С Сп Do Ha LC Ri Un Freq 
29 19-24 28 28-29 29 29-30 22-25 34 37 35-37 28 28 (д) 

Туре of change 
Financial reconstruction X X X X X X X X X X X X 12 
Industriel reorganisation X X X X X X X X X X 0 X 11 
Liquidation 0 0 xX* x* x 0 0 0 0 0 0 0 3 
Effects от capital structure 
Loan capital written down 0 na X X 0 0 0 0 0 0 хее X 4 
Share capital/debenture stock X X X X X 0 0 X X X 0 X 9 

written down 
Issuing of pew ord. shares X X X 0 0 0 0 0 X X 0 X 6 
Jasuing of new pref. shares X X 0 X 0 X 0 X X X 0 0 7 
Issuing of new bonds/debenturs X X X X 0 X X X 0 x 0 X 9 
Change of creditors X 0 0 X X 0 0 X 0 0 0 AUT 5 
Central Bank or banks 

becoming large shareholders X 0 0 X X 0 0 X X X 0 0 6 
Short-term loan converted to 

shares X 0 0 0 n/a 0 0 X X 0 0 0 3 
Non-financial effects 
New top management X X X X X X 0 X X 0 0 X 9 
Change on the board (new 

charman = C) XC X X XC XC X 0 XC X X 0 XC 10 
Changes of production X X X X X X X 0 0 X 0 X 9 
Effects on the number of 

employees X X X X Xx wa п/а п/а x 0 п/а рѓа 6 





Notes: X means that the operation took place whilst O is no operation. 


* Some subsidiaries were liquidated. 
** In fact an agreement on extended amortisation 


*** [n 1924, according to the first signals of financial distress, i e. before the actual reconstruction. 


Sources: Stock Exchange Official Intelligence; Stock Exchange Yearbook; varyous biographies. 
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it led to managerial and board level changes. In five of the firms, for 
example, a new chairman was appointed. In addition, firms were 
rationalised, with changes in the extent of production and with a narrower 
product range being manufactured by a smaller workforce. 


V 


As far as the linkages between Swedish banks and industry are concerned, 
the commercial banks made a large part of their advances to mines, iron and 
steel, and manufacturing, which, in 1929, accounted for 39 per cent of tbe 
total.” Substantial parts of their commitments were also in sectors in the 
retail and commercial sectors, in finance and to private individuals. The 
indebted firms in the Swedish sample show a similar pattern to that in 
Britain. The majority of companies had multi-bank relationships, very often 
including one of the three major banks." At this time, the ‘Big Three’ were 
Svenska Handelsbanken, Skandinaviska Kreditaktiebolaget and Stock- 
holms Enskilda Bank (see Appendix, Table 8). The first two banks each 
provided short-term credits to seven of the 12 firms, whilst Stockholms 
Enskilda Bank had commitments in five companies. The geographical 
position of the firm’s activities attracted various smaller and regionally 
based banks to provide short-term credit. In contrast to the large banks, 
these commitments were limited to one or two types of short-term loans, 
and the average length of the relationships was shorter. Often the firm 
increased the number of creditors at the time of the financial distress — 
taking rescue credits — in order to survive.” However, the majority of these 
commitments were temporary, and disappeared when the danger of 
bankruptcy had receded. The relationship with house banks continued as 
before, and, besides the rescue credits, distressed firms also got help from 
these banks to raise further capital on the bond and share markets. 

All the Swedish firms were financially reconstructed, and most of them 
also had their industrial production reorganised. Six firms had to be 
liquidated, which was more than in the British case. Most financial 
reconstructions included sharp write-downs of both the loan and the share 
capital, and in half of the firms the share capital was reduced by more than 
50 per cent between 1920 and 1925 (see Appendix, Table 6). These write- 
downs corresponded to reductions on the asset side in the form of devalued 
stocks, useless plant, overestimated portfolios of various types of 
certificates, and cancelled claims. Changes of capital structure were more 
frequent among the Swedish companies than the British. An exception to 
this is the turnover of creditors, which might indicate a higher degree of 
endurance on the side of the Swedish banks. To a large extent, new credit 
structures also meant new claimholders and more prominent positions for 


TABLE 3 


SWEDISH RECONSTRUCTIONS 
At Ba а Ра Га Јар Lju Mu Re Sv Yt Total 


23-25 20-21 25-30 21-24 21 31-33 21-25 22-23 22-24 32-35 
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the external debtholders. As in the British case, it was common that, through 
the process of financial reconstruction, both the Central Bank and individual 
commercial banks became shareholders in the distressed firms, following 
either the issue of new preference shares or the conversion of loans into 
shares. ' 

With regard to the non-financial effects of financial distress, a similarity 
between the Swedish and the British firms is evident. Changes on the board, 
including a new chairman in six of the firms, were accompanied by new top 
management in at least five firms. Similarly, ın most cases the workforce 
contracted during and after the reconstruction process. 


VI 


The figures above indicate, at least statistically, a similar pattern for the 
British and Swedish reconstructions and reorganisations during the inter- 
war period, and a similar institutional setting in the two countries. This 
makes the traditional view, with its emphasis on dissimilarities between the 
two countries, questionable. 

In both Sweden and Bntain, shareholders and debtholders began to 
control and govern firms at the time of their individual crises. However, 
there were basic structural variations between the two cases. Since many 
Swedish banks, through their investment companies, also had indirect ties 
of ownership in the large firm sector, their commitments were through both 
equity and debt This implied a stronger bargaining power during the 
reconstructions as compared to the situation in the UK. Secondly, the British 
merchant banks and the issuing houses were more active in relation to the 
clearing banks. This was in contrast to the corresponding organisations in 
Sweden, where most issuing houses were controlled by the commercial 
banks. Regardless of which actors were involved, however, the original 
involvement of banks in industry was involuntary. 

In Sweden, the situation after the deflationary crisis led to a discussion 
on how new and strong linkages between banks and industry should be 
avoided in the future. A state committee began to work in the 1920s, which 
resulted in the sale of shareholdings by banks from the mid-1930s. In 
contrast to the UK, the Swedish Central Bank played no active role in 
industrial transformation. When the Central Bank intervened, it acted as a 
temporary lender of last resort, as in the case of Fagersta in the first half of 
the 1920s and in the process following the debacle of the Kreuger Group 
(including Swedish Match) in the early 1930s. 

When the Swedish state decided to reconstruct Wermlands Enskilda 
Bank in 1923, it also undertook to clear the bad debts of the clients, for 
example Fagersta. The state took over the liability of payment from the 
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acceptance credit and became the major owner of the company." A 
representative from the public lender of last resort (Earl G. von Rosen) was 
appointed to the board, as well as a representative from the prime creditor, 
Wermlandsbanken (Mr A. Eriksson). But state ownership was only 
temporary, and by 1926 the public share had been transferred to Svenska 
Handelsbanken. 

The debacle of the Kreuger group and the reconstruction of Swedish 
Match (Svenska Tandsticksab) in the first half of 1930s illustrates to what 
extent the financial reconstruction was predetermined by the initial capital 
structure.” Regarding the debt Structure, loans from banks totalled SEK361 
million, of which 249 million was from the Swedish banks and the rest Was 
linked to foreign creditors. Among the Swedish lenders, Skandinaviska 
Banken had the largest single commitment, consisting of more than 
SEK200 million. Representatives from both Swedish and foreign banks 
gave evidence to the Reconstruction Committee set up in August 1932. 
From the Skandinaviska Banken's point of view, the presence of Bjórn 
Prytz, who was also a member of the central board of the bank, guaranteed 
that the bank had a certain influence over the negotiations. Together with 
Jacob Wallenberg, with his international reputation, the Committee was able 
to produce a long-term solution to the comprehensive problems in the firm. 
In the aftermath of the debacle, two emerging financial groups, the 
Wallenberg Group and the Handelsbank Sphere, continued to control the 
firm from the mid-1930s, and guaranteed enough goodwill for the 
international business to survive. 

Given that the Kreuger Group’s business activity was immense and 
unique in Sweden, commercial banks, the Central Bank and the government 
became involved at an carly stage. The policy of the Swedish Central Bank, 
however, was to leave long-term structural problems — the reorganistion of 
branches and individual firms — to the market and the actors themselves. 
After a temporary stage of cleaning up in the distressed firms and banks, the 
government transferred its interests to either the banking sector or the firm 
itself. It might be argued that the interventions from the Central Bank paved 
the way for industrial transformation. However, the Central Bank and the 
government never took the initiative or actively participated in any 
industrial reorganisation on a long-term basis in the way the Bank of 
England did under Governor Montagu Norman. Whether the British 
involvement was on an ad hoc basis or was part of a wider strategy has been 
discussed by several economic historians.? The most common line in the 
literature is that the Bank's participation tended to be partial and defensive, 
and that SMT and BID generally only became involved when the industrial 
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lender of last resort function was Jess relevant, the situation with distressed 
areas and branches called for a new nationwide institutional arrangement, 
although it proved insufficient in practice. 

With regard to the British clearing banks, they did not wish to be 
involved in British industrial transformation, and wanted to avoid active 
participation in reconstructions. The result, however, was similar to that in 
Sweden, since the clearing banks were as trapped as their Swedish 
counterparts. In Britain, there are many examples of the way in which the 
clearing banks initiated reconstruction plans, such as the transformation of 
Baldwin's, Beardmore, Bolckow, Colville, Dorman Long and Richard 
Thomas.” Although it is not analysed in this paper, the Midland Bank’s 
commitment to the Royal Mail Group gives further proof of deep 
commitment.” During periods of financial distress, control of these firms 
was transferred to the creditors. The British creditors took part in the 
reconstructions by extending the overdraft limit and by providing special 
loans, bank guarantees and extremely short-term advances. To help the 
company with working capital, casual overdrafts were common in the 
majority of the British firms, as was the case in Sweden. These far-reaching 
commitments gave the banks a key role in case of prolonged distress. An 
important characteristic of the Swedish case was that decisive steps 
concerning the future of the firm appeared earlier in firms without a clear 
house bank relationship than occurred in Britain. In contrast, when there 
was a main bank involved that provided rescue credits through prolonged 
overdraft, the firm had a much better chance of survival. Often this delay 
meant that firms belonging to a financial group either overcame the 
difficulties when the business cycle improved or the firms merged with 
other firms belonging to the same financial group. However, the numerous 
liquidations in Sweden do not contradict the theory that reduced liquidation 
costs occur in a control-oriented system. The Swedish financial groups 
seemed to have pushed the distressed firms towards liquidation to a higher 
degree than expected. In addition, some of these liquidations led to mergers, 
initated by the banks. 

Since investor-led mergers also occurred in the British case, there was а 
discrepancy between the official attitude from the UK banks towards 
distressed firms and the actual measures taken in the financial and industrial 
restructuring. This ambiguity could be illustrated on the micro-level. At 
Colville, the main creditor, the National Bank of Scotland, informally 
supported a regionally based merger by increasing the overdraft. This, 
combined with the merger with Dunlop, suggests that the bank was control- 
oriented, as this quotation illustrates: 


(i) Massive increase in security ... (ii) no repayment to private cash 
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lenders without Bank’s consent. (iii) No further security to that 
arranged in the course of the formation of Colvilles Ltd. to be granted 
to the cash lenders. (iv) D.C. & S. not borrow money from any source 
whatsoever other than the Bank without Bank’s consent. (v) Increase 
in interest payable.* 


The risk had obviously increased, and, consequently, the costs of the 
commitment had to be adjusted, so the bank pushed the firm to make a 
debenture issue to clear off cash loans and overdrafts. In Dorman Long, the 
main creditor, Barclays Bank, used its power, which came from an 
unsecured overdraft of £2 million, to sell a part of the collateral, consisting 
of the share capital of Redpath, to a competitor. When Harland & Wolff 
began to make losses in 1936, the major creditor, the Midland Bank, reacted 
immediately and began to co-ordinate the interest of the holders of 
securities in case of liquidation.” Despite pressure from the Midland Bank 
for changes in the management, the chairman, Frederick Rebbeck, referred 
to the worldwide depression and was at first rather reluctant to agree to any 
kind of reconstruction. After having waited in vain for a reply from 
Rebbeck, the Midland proposed a 'drastic reconstruction of the capital and 
also the appointment of voting trustees for the Company, with wide powers 
to sell surplus assets and to investigate its affairs'.? The authorised share 
capital was reduced from £12.1 million to about £1.8 million, including 
depreciations of both ordinary and preference shares. In 1937, the general 
reserve, the reserve against losses on contracts and the reserve for interest, 
a total of £771,284 were released.» 

Efforts by banks to carry the financially distressed firms through their 
periods of crisis were not confined to the mature staple industries. For 
example, in relation to Rover's problems during the inter-war period, it has 
been pointed out that ‘banks and large suppliers of intermediate goods 
played a significant part in the shaping of industrial structure at least in the 
motor industry’.” The motive for continuing the commitment was purely a 
fear of losing even more capital in case of bankruptcy. A similar role was 
played by the bank in the case of the sugar giant Tate & Lyle, when the firm 
got into financial difficulties in the late 19205 


VII 


In the 1950s, it was argued that ‘the activities of the banks in the financial 
reorganisation of Baldwins and Ebbw Vale will serve to dispose of a popular 
illusion and show that banks are more heavily involved in industrial affairs 
than they are generally supposed to Ье’. Recent studies have also stressed 
that the clearing banks certainly did not play a passive role in the industrial 
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transformation.” One of Governor Norman's chief advisers claimed that 
there was no substantial difference between the modus operandi of a British 
clearing bank and a German one with respect to the combination of 
ownership and credit in the same firm. British banks were often ‘just as 
much implicated in the conduct of industry as were their German 
counterparts. They differed only in never having systematically faced the 
responsibilities of the position into which they had slipped, the position of 
controlling partners in industry, and using their powers to compel a 
reorganisation of industry." The same attitude was given in the plans for 
the British—Italian Corporation. The chairman of Lloyds Bank 'believed the 
Corporation to be the natural channel through which competing 
manufacturers would be brought into touch with one another, unnecessary 
wasteful competition avoided. The Corporation could collaborate to achieve 
the three essential factors necessary to пуа1 the German commercial 
strength, i.e. industrial, commercial and financial’.~ This belief in the 
capacity of industrial capitalism (cartelisation, trusts, and so on) was 
definitely shared by the Swedish Wallenberg Group as well as other 
financial groups surrounding the Swedish commercial banks. However, as 
in both the UK and Germany, large Swedish firms also went bankrupt 
despite the control of tbe universal banks.* 

The reason Swedish financial actors succeeded in reorganising Inore 
substantial parts of industry than was the case in Britain was the networks 
of contact surrounding nearly every bank. Through these networks the 
Swedish banks were able to dominate the Central Bank and others. To say 
that only banks in countries with market-oriented financial systems will 
protect their own interests and those of their depositors is misleading, for 
their strategies may differ." Secondly, if banks do not play an active role in 
industrial transformation, as in the market-oriented system, the focus has to 
shift to the shareholders. From the Swedish case, 1t is clear that it was the 
combination of credit function and ownership that made the story 
successful. Since many British economic historians, however, are only 
occupied with the operation of banks rather than their wider relationships, 
they are likely to^neglect this issue. Thirdly, to suggest that the British 
financial system was entirely market-oriented is misleading, since merchant 
banks were deeply inolved in the intermediation of capital. Moreover credit 
markets in countries such as Sweden and Germany were both sophisticated 
and efficient. Therefore, it is more appropriate to focus on the issue of 
control, and whether they are tight or on an arm’s length basis. 

There are many examples from both the British and the Swedish samples 
of how the initial capital structure influenced the reconstruction process, 
and led to bank control (bankenmacht). Bank control will be further 
extended if the legislation allows bank representatives to take a place on the 
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board, especially the executive board of directors." Such personal links 
enable the gathering of information, which in tum allows the bank both to 
initiate and to respond better to changes in the firm. It is likely that, by 
making out the documents of debt with a claim on current payments, 
investors could ensure that the control of the firm was transferred to the 
creditors in case of financial distress, or if there was a need for a 
reorganisation of the business. Another interpretation would be that the 
Capital structure implicitly specified that the largest creditor would have the 
responsibility if the need for a reconstruction arose. The bank could demand 
Share certificates as collateral against its claims and could be an ассеззогу 
to new shares in the introductory phase of the reconstruction. Thus, the 
contracts of the bank were, partly automatically, to be converted into share 
certificates, as well as providing the power of ownership and influence as in 
both Japan and Germany.” In addition, the reconstruction processes above 
show similarities to corresponding situations in those countries. A 
reconstruction with a large investor with unprivileged instruments of debts 
that were converted into share certificates was also similar to the proposal 
for ‘optimal’ bankruptcy proceedings that has been outlined.* 

This essay has shown that the UK case was more control-oriented than 
traditional interpretations have suggested, whilst the Swedish case 
sometimes reveals a reluctance from central actors to deal directly with 
industry, that is, a preference for an arm's length relationship with industry. 
Analysis of the frequency with which lenders directed reconstructions 
shows that both private banks and equity-holders were equally active in 
Sweden and the UK, and that they played a major role throughout the 
reconstruction process (see Table 4). Among the other actors, both 
management and consultants, outside the group of investors, were more 
active in the UK, although the small number of firms makes it difficult to 
generalise. 


generalisation. For example, the relatively large number of liquidations in 
the Swedish case indicates a significant willingness on the investors' side to 
protect their claims, a key feature which so far has only been observed in 


write-offs where these were believed to be unnecessary. The extent to which 
these threats were credible depended on the capital structure of the firm. 
Since the Swedish banks were the dominant investors, their bargaining 
power was strong enough to give them influence over production and the 
commercial decision-making process in the firms. It is plausible that the 
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TABLE 4 
FREQUENCY OF ACTORS DIRECTING FINANCIAL RECONSTRUCTIONS AND 
INDUSTRIAL REORGANISATIONS 


Actors Number Number Total 


of British firms of Swedish firms 
Shareholders/trustees 7 * (1) 6 13 
Management 7 4 11 
Govemment/Troasury/Central Bank 3 2 5 
Clearing banks 9 + (1) 10 19 
Merchant banksz/issuing 1 2 
houses/syncicates 
Other consultants* 2 0 2 


Note: * engineers, accounting houses, ‘company doctors’ etc., hired by the firms or the trustee 
In some firms it has been impossible to decide whether the mitiative was taken by one, 
two ос three actors. Thus, the total number of actors above exceeds the namber of firms. 

Source: See above, Tables 2 and 3. 


rapid and drastic Measures used by some Swedish banks represented a 
conscious strategy to ensure payment in the long run. The British financial 
institutions, on the other hand, showed an unwillingness to pursue 
companies to liquidation, which might reflect the lack of government 
involvement in restructuring and the failure of the Bank of England’s 
measures to win wide approbation. Since the banks exercised their 
responsibilities in a way that does not fit into the theory, the relation 
between incentive structure, bargaining power and capital structure seems 
to be more complex than suggested. 

The behaviour of the banks, firms and the Central Bank was embedded 
in institutions that allowed the actors only to operate within the legal 
framework of their financial contracts. The exercise of these formal rights, 
mainly through credit committees, did not differ substantially between the 
two countries, although the set of instruments varied as well as official 
attitudes. On the other hand, the actors continuously developed informal 
rights, which also gave them freedom to participate actively in the 
transformation of industry on a longer term basis. 

Since all firms in the study had liquidity problems, it could certainly be 
argued that this status automatically led to a more control-orientated and 
investor-led situation. Firmer conclusions regarding the similarities and 
differences in bank-industry relations in Britain and Sweden will require 
the analysis of a much larger proportion of firms. Further research, 
therefore, should explore the experience of small and medium-sized firms 
in a wider range of economic sectors and should include firms which were 
not financially distressed. In addition, in order to understand the impact of 
capital structure on long-term corporate control it will be necessary to 
explore the experience of firms after reconstruction. 
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APPENDIX 


TABLE 5 
SHARE CAPITAL FOR SELECTED COMPANIES, 
1920, 1925, 1930, 1935 AND 1937 (£M*) 


Company 1920 1925 1930 1935 1937 
ee 
Armstrong 11.0 11.0 1.5/11.0** 110 110 
Austin 5.0 5.0 3.8/5.0** 50 5.0 
Baldwins 7.0 8.0 42/8.0** 80 80 
Beardmore 3.0 8.0 5.1/8.0** 8.0 80 
Bolckow 5.0 6.0 n/a n/a па 
Colville*** 1.5 50 5.0/4.5 45 60 
Consett 3.5 3.5 35 3.5 3.5 
Doman & Long 4 5 80 11.2 2.011.2** 112 
Harland & Wolff 8.1 12.1 12 1 12.1 1 8/12 1** 
Lancashire CC — — 4.4 52 0.6/5.2"* 
Richard Thomas 90 90 9.0 9.0 11.0 
United Steel 9.3 9.3 9.3 6.6 10.0 


Notes * authorised share capital (not paid-up capital). 
ее first the share capital was partly written off, than it was immediately mcreased to 
the former amount by issue of new shares. 
*** the company was renewed in 1930 


Sources: Guildhall Library, City of London; Stock Exchanged Yearbook, Stock Exchange Official 
Intelligence 


TABLE 6 
SHARE CAPITAL FOR SELECTED COMPANIES, 
1920, 1925, 1930, 1935 AND 1935 (SEK MILLION*) 


Company 1920 1925 1930 1935 
eee 
Atlas Diese] 20.0 8.0 8.0 6.8 
Baltic 326 7.0 7.0 10 
Claes Jobansson 55 5.5 20 2.0 
Fagersta Bruk 14.0 7.5 75 7.5 
Larsbo-Norns 42 5.0 50 50 
Linoleum ab Forshaga 2.0 4.0 8.0 4.0 
Ljusnan 32 42 42 42 
Munktell 7.5 2.5 2.5 50 
32.9 11.1 11.1 4.0 
Svenska Tandsticksab 450 1800 270.0 90.0 


Note: *authonsed share capital (not paid-up capital). 
Source: Svenska aktiebolag och banker. 
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TABLE 7 
BRITISH COMPANIES AND THEIR MAIN CLEARING BANKS 


aS 
Company B ВЕ GM L Ma M NBS NP RBS W WD 








Arnnstrong X X 

Austin X 

Baldwins X 

Beardmore X X X 

Bolckow X X X 

Colville X 

Consett X X X 

Dorman & X X X 

Harland & Wo X X X X 

Lancashire CC X X X 

Richard Thomas X X 

United Steel X X 

Total 2 2 1 4 3 5 3 4 2 1 3 

Key Bank, BoE-Bank of England; GM=Glyn Mills Bank, L=Lloyds Bank, 
Mae Bank, Mi=Midland Bank; епк: NBS-National Bank of Scotland, 
Provincial Bank; RBS=Royal Bank of Scotland; W-Westimnster Bank; WD=Williams 
Deacon’s Bank. 


Sources: See a bk cer 19 Tolliday, Business, and Politics: The 
Steel, 1918-1939 Fy лом, 1988) pp 1 l. 


TABLE 8 
SWEDISH COMPANIES AND THEIR MAIN COMMERCIAL BANKS 


с 
Company бов MaB NHB SHB SkaK SkEB SmEB StEB SydK WEB 
Atlas Diesel x* 
Baltic Х* X 
Claes Johansson X х* X 
Fagersta X* X X 
Larsbo-Norns X X X* 
X 
Forshaga 
X 
Monte X X* X X 
X x" X X 
Svenska X x* X X X 
Tandsticksab 
Y tterstfors- X* X 
Munkzund 
Avidabergs X x* 
Industrier 
Total 3 1 1 7 7 3 2 5 1 1 
Key GoóB2Gbtabanken, MaB-M vinsemas Bank, NHB-Nordiska 
SHBaSvenska Handelsbenken, 


Note: — *means that this bank was the al bank in the total financial relationships. The fig- 
иеа at the time before (0—3 years), durmg and after 
(0-3 years) the reconstruction 


Sources: Bank Inspectorate, Register of Engagement, Bank Investigation Reports, Swedish Bond 
Yearbook. 
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Post-War Strategic Capitalism in Norway: 
A Theoretical and Analytical Framework 


SVERRE KNUTSEN 
Norwegian School of Management 


This essay explores the efforts of the Norwegian state to influence industrial 
development during the period 1950 to 1980. To do this it is necessary to 
clarify the meaning of ‘industrial policy’: it 1s defined as a purposeful set of 
measures used by governments to influence investment decisions, and the 
direction of development and performance of individual businesses. It is 
important, therefore, to emphasise the planned supply and distribution of 
financial resources for investment purposes as an integral part of industrial 
policy. In every national economy, the financial markets and institutions are 
among the most important factors constraining the ways government and 
business can interact. For this reason, it is essential to get a deeper 
understanding of the important function the financial system has in the 
moulding of industrial policy, as well as in its accomplishment. This essay 
therefore focuses on state efforts in the field of industrial credit allocation 
and regulation of capital markets.’ It will discuss the way in which 
government policy and arrangements for industrial finance influenced the 
governance structure and investment strategies pursued by Norwegian 
firms. In addition, it will explore the extent to which government action to 
promote growth affected inter-firm relations and sectoral development. It is 
divided into five parts. In the first, there will be a discussion of the 
theoretical and methodological tools which have been used, and this is 
followed by a brief outline of post-war strategic capitalism in Norway to test 
the argument. Thirdly, the cultural and institutional basis for the Norwegian 
financial system is explored, whilst in the fourth section there is a brief 
discussion of industrial performance and growth during the period under 
consideration. Conclusions are drawn in a final section. 


П 


The analysis of the shaping of national policies requires a discussion of the 
international economic and institutional environment. For example, 
Norway's approval of the Marshall Plan and OEEC membership in 1948 
promoted the liberalisation of the country’s trade relations. The conclusion 
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of the GATT in 1947 and the building up of an international free trade 
regime also stimulated liberalisation of trade in the international economic 
system. Clearly, such developments, as well as other economic and 
institutional factors at the international level, have had an impact on 
domestic institutions in different countries. It should be emphasised, 
however, that this was not a one-way process. On the contrary, in the present 
era of ‘international interdependence’ , strategies of foreign economic policy 
depend on the interplay of domestic and international forces. In this context, 
Peter Katzenstein has argued that ‘a selective emphasis overlooks the fact 
that the main purpose of all strategies of foreign economic policy is to make 
domestic politics compatible with the international political economy’ ? The 
way this happens, however, depends on the configuration of domestic 
institutions and organisations. 

In order to explore the interaction between the government, finance and 
industry this essay uses an institutional approach, drawing mainly on 
historical institutionalism within political economy and the institutional 
economics of Douglass C. North) In line with North’s approach, 
institutions are defined as ‘the rules of the game’ and there 1s a conceptual 
division between institutions and organisations.‘ Institutions have been 
broadly defined as ranging from organisations and networks of 
Organisations to professions and cultures. According to Sjóstrand, 
institutions are embedded in concrete, empirical organizations as well as in 
the ideas and concepts which human beings use to sort out — construct — 
their views of reality' ? Since the ‘rules of the game' that shape the legal 
environment of business firms are particularly linked to the state, the 
interaction between state and business is central to this study. In addition, 
ideology and culture influence the evolution of institutions. This means that 
the analysis explores the cultural and ideological elements underpinning 
key institutions. 

From comparative historical studies, it is clear that industrial policy has 
varied considerably across nations. This is also true with respect to the 
structure of the state and the type of financial system. These institutional 
characteristics were developed in connection with the shaping of modern 
national states, and were also closely linked to how and when different 
nations industrialised. Thus, this process must be studied historically and 
empirically if we are to be able to obtain adequate insights into the 
continuities such social institutions have developed, as well as the changes 
they have undergone at critical junctures. 

This essay is principally concerned with the way in which Norwegian 
business is financed. It is necessary, therefore to discuss the characteristics 
of financial systems, though not on consumer financing, rather thc financing 
of industry. The financial system of capitalist countries has usually been 
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divided into two main types, namely market-based systems and credit- 
based (or bank-oriented) systems.’ The credit-based system can also be sub- 
divided into bank-oriented and state-led categories. 

The different characteristics used to construct a taxonomy are largely 
tied to factors such as the role of government in financing industry, the 
relative importance of capital markets in corporate finance, the role of banks 
and bank lending, the mechanisms through which interest rates are fixed 
and the way influence is exercised. All these factors affect important 
relations between the financial sector and business. The taxonomy is based 
on three groups of combinations, each making up a distinctive system. 
There are, of course, possibilities for other combinations, or other 
configurations. But this is irrelevant in the context of this discussion, since 
empirical analysis with the three ideal types depicted in Table 1 has a socio- 
economic and political relevance. All three systems have different kinds of 
intermediaries, banks as well as non-bank financial institutions, securities 
markets and so forth. The main point, however, is the relative importance of 
these different institutions, especially the relative importance of two types 
of financial markets: capital markets and loan markets. 

Table 1 presents the key criteria used to classify financial systems. A 
capital market system is characterised by the central role of capital markets 
in industrial financing. In such markets, resources are allocated by prices 
established in competitive markets. Bank lending is typically and 
traditionally short-term. In contrast, the main source for corporate finance 
in a credit-based system is loans or credits. As distinct from a market-based 
system, long-term loans are typical in a credit-based system. The allocation 
of credit for investment purposes is predominantly discretionary, either by 
universal banks or by governments, which make choices about whom to 
lend to and under what terms. 

The importance of borrowing in credit-based systems is also reflected in 
the balance sheets of the firms, which show higher debt ratios than in a 
market-based system, as is illustrated in Table 2. Credit-based systems can, 
as has already been discussed, be classified as bank-oriented and state-led. 
The German financial system, with its formative phase during the last 
quarter of the nineteenth century, and with large universal banks, has been 
characterised as the archetype of a bank-oriented system. In contrast, Japan 
and France has been depicted as typical credit-based and ‘price 
administered’ systems, as Zysman describes them, or state-led as they are 
described here. The latter have also been designated ‘credit based systems 
influenced by government’.’ 

Some scholars have claimed that the basic feature of a bank-oriented 
system is that the major source for financing investments is either retained 
earnings or funds collected and provided by banks. Banks monitor and 
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TABLE I 
NATIONAL FINANCIAL SYSTEMS CRITERION OF CLASSIFICATION 


—e.$,———— aeoe 


Market-Based Credit-Based 
Bank-Oriented State-Led 
oo OE 
The Relative Importance 
of Capital Markets High Low Low 
The Relstive Weight of 
Loans in Industrial 
Finance Low High High 
The Relative Weight of 
Bank Leoding on the 
Credit Market Low High Low 
The Relative Importance 
of Public Credit 
Institutions Low Low High 
The Prevalent Mechanisms 
in Pricing of Capital Froe Oligopolistic Admin. 
Frxng 
Internal Financing Ratio High High Low 
Debt Ratio Low High High 
Short-Term vs Long-Term 
Short-Term Long-Term Long-Term 
Mode of Influence Ехи Voice Voice 
Characteristics of 
Allocation Arm's Length Discretionary Discretionary 
Archetype USA Germany France 








TABLE 2 
DEBT IN MANUFACTURING ENTERPRISES AS PERCENTAGE OF TOTAL ASSETS (1975) 
Debt Ratio (%) 
Japan 85 
Norway 81 
Germany * 76 
France 70 
Sweden (1977 ) 69 
UK 54 
USA 37 





Note: * Provisions for pension funds, classified by OECD as ‘borrowed funds’, ıs classified 
here as debt. 


Source OECD, Financial Statistics 1984. 
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control ‘the performance of users to whom they channeled savings they had 
collected. Such savings tend to be channeled almost entirely in the form of 
loans’? Universal banks also frequently hold equity in client firms. Bank- 
oriented systems are thus characterised by strong relations between banks 
and business firms, often during long periods of time, as Sjögren and others 
have pointed out.” Hence, network banking is an outstanding feature of a 
bank-oriented system. 

The literature is ambiguous concerning the criteria of internal financing, 
and the importance of this factor in a bank-oriented system. Berglof 
emphasises a low degree of internal financing as typical for bank-oriented 
systems, while Rybczynski claims that the opposite is true." Empirical 
comparative studies of Germany, Britain and the USA reveal relatively 
small differences in the degree of internal financing in manufacturing firms. 
The picture is quite different, however, when we compare these countries 
with, for example, France, Japan or Norway. Consequently, I have chosen 
to use a low degree of internal financing as one of the criteria of a credit- 
based, state-led financial system. 

In a state-led and credit-based system, institutions and lending have a 
dominant position in the financing of industry. But interest rates are 
typically administratively fixed in a credit-based system influenced by 
government. Consequently, credit rationing is a typical feature of such 
systems, and there is a strong element of discretion in the allocative process. 
In addition, the government often uses the bond market as a means of 
raising money for its own projects as well as an instrument for directing 
capital flows to targeted industries. Hence, the bond market usually is not 
casily accessible to private companies, unless they are prioritised by the 
government. 


TABLE 3 
MARKET VALUE OF LISTED EQUITIES AS PERCENTAGE OF GDP, SELECTED 
COUNTRIES, 1975 


а 
Сошигу Stocks / GDP 





USA 45 Ф 
UK 41% 
Japan 29 % 
Germany 13 % 
France 11% 
Norway 6% 





Source. J Zysman, Governments, Markets and Growth: Financial Systems and the Politics of 
Industrial Change (London, 1983), p 124, Norwegian Official Statisncs (NOS A 969), 
Jacobsen og Lundhagen, ‘Aksjer og inflasjon 1 Norge 1915-1990" (unpublished 
Masters thesis, Norwegian School of Management,1991), p.49. 
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The Stock Exchange has traditionally played a more significant role in 
the long-term financing of industrial firms in a market-based than in a 
credit-based system. Table 3 reveals significant differences in this respect 
and shows that the importance of the market in equities is much larger in a 
market-based system than in a credit-based one. Consequently, specialised 
investment banking is also significantly more common in market-based 
systems. 

Table 1 gave a stylised outline of financial systems, although empirical 
evidence reveals a more blurred picture. Some scholars have argued that in 
the German case aggregate figures for external finance falsify the 
‘conventional wisdom’ of bank dominance, and emphasise that large firms 
are primarily internally financed." Examination of the German financial 
system during the post-war period demonstrates that "universal banks' 
together with a broad range of other types of bank institutions, not just the 
Big Three', are important in credit allocation. In addition, recent research 
demonstrates that there is still a close involvement of banks in business 
development.” The concept of differing financial systems discussed above 
is still the most promising and comprehensive approach to historical and 
comparative analysis. 

In this analysis of industrial policy, the independent variables are the 
financial system and the structure of the state, whilst the dependent 
variables are industrial policy, the corporate adjustment process and so 
forth. From this analytical framework it is possible to develop the 
hypothesis that, in every national economy, the financial markets are one of 
the critical factors which constrain the ways government and business can 
interact. For this reason, it is essential to get a deeper empirical 
understanding of the important function of the financial system in the 
moulding and accomplishment of industrial policy. To study the change in 
these factors over time, the Norwegian case will be used to trace financial 
flows in the economy during the post-war period. 


III 


In October 1945 the Norwegian Labour Party won the parliamentary 
elections, and a new Labour government came to power. This regime 
endured for a considerable time, and between 1945 and 1980 the Labour 
Party was in power for 28 of 35 years. A comprehensive modernisation of 
the economy through purposeful and planned industrialisation was regarded 
a major vehicle for the achievement of economic growth. When, during its 
exile 1n London, the leadership of the party drew up a party programme for 
thc period 1945—49 it stated that ‘a highly developed manufactunng 
industry is ... decisive for our people's standard of living'. As a 
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consequence, the Labour Party became the driving force behind industrial 
policy. 

Planning and active economic policy management, eventually combined 
with the use of the market mechanism, formed the basis of a large-scale 
industrialisation drive. In the 1930s, however, the party had rejected what 
was considered a dogmatic, orthodox socialism. Among other things, it 
believed that welfare policy and redistribution depended on increased 
production. The party chairman and Prime Minister, Einar Gerhardsen, gave 
expression to this policy at the national convention of the Norwegian 
Federation of Trade Unions (LO) in 1949: ‘The policy of re-distribution has 
reached its peak. If we want a better standard of living, we have to increase 
production in order to have more to distribute.’ 

A more imperative type of planning was implemented during the 
reconstruction period of the immediate post-war years, based on an 
interventionist policy of price control, subsidies, rationing and extensive 
import-export controls. The government tried to curb private consumption 
through rationing. At the same time, it attempted to control investments by 
keeping them low in certain sectors, and thus ensuring that resources were 
invested in targeted projects, enterprises and sectors. This kind of planning 
gave the government capacity to allocate limited resources according to 
political priorities. 

During the period 1949—52, however, this regime of direct controls and 
regulations was gradually dismantled. Although the dirigiste version of 
planning and direct regulations was abandoned, the Labour Party did not 
abandon economic planning. Modernisation and growth through planned 
industrialisation was still the main, overall strategy of the party. For several 
reasons, however, it became necessary to re-establish economic planning 
and management on a new basis. Hence, the social democratic party and 
government started to seek new instruments for economic policy making in 
general, and industrial policy in particular. In a relatively short time a 
seemingly extreme dirigiste version of planning was changed to an 
indicative type, which also gave more scope for use of the market 
mechanism." 

Economic, institutional and political factors were the underlying causes 
for this reorientation. As far as economic factors are concerned, these 
particularly involved price and currency problems, which contributed to 
change. After some initial hesitation, the Labour government found it 
necessary to accept Marshall Aid in order to achieve exchange rate 
stabilisation. This decision, at the same time, required a gradual 
liberalisation of foreign trade. As a consequence of the Norwegian 
acceptance of Marshall Aid and the membership of OEEC, trade was 
gradually liberalised. When the rationing of consumer goods was removed, 
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a rise in prices occurred. Subsidies increased substantially, as did the 
demand for foreign currency. This development undermined the efficiency 
of the price stabilisation policy based on extensive Price and import 
controls. As regards institutional factors, the Labour Party tried to have the 
dirigiste planning system firmly rooted in a comprehensive corporatist 
structure. The government established ‘Councils’ with corporatist 
representation on the national level, at the sectoral level and even on the 
enterprise level, in order to co-ordinate economic policy, rationalise sectors 
and increase productivity. But this attempt to base planning within a state- 
initiated, formal corporatist framework failed, and was actually given up 
during the early 1950s. The owners and managers did not want to co- 
operate, because they regarded these 'councils' as a government controlled 
‘one way channel’. The trade unions were also very reluctant to accept this 
project, mainly because they did not want to contibute to planned 
rationalisation of their own jobs. Finally, conflicts were intensified among 
the political parties in the late 1940s.'* 

All these factors led to a growing pressure for change in the 
macroeconomic policy regime, as well as in the system for microeconomic 
planning. But the leading politicians of the Labour Party had been deeply 
rooted in pragmatism since the 1930s. The main issue for them was not 
nationalisation or state ownership, but industrialisation and growth. The 
ability to control investments was considered a key to achieve these goals. 
What really mattered was the allocative capacity of the system, and not 
whether capital and credit flows were managed by direct or indirect means. 

The Labour Party established a new system for planning and economic 
policy making in the early 1950s. The governance mechanisms, as well as 
the regulatory regime which underpinned this system, were to last for more 
than 30 years without significant systemic changes. One basic element was 
an industrial policy characterised by active government intervention for the 
purposes of industrial development so that Keynesianism was an importarit 
part of Norwegian policy making. The proper use of the techniques 
provided by macroeconomic planning, to maintain economic stability, was 
regarded a key task for the government. But the Norwegian government did 
not confine itself to assume stability by managing fiscal and monetary 
aggregates at arm's length. A strong element of neo-mercantilism was just 
as important as Keynesian fine-tuning in Norwegian economic policy. 

A key element of the change in the financial system was a new emphasis 
on credit policy measures.The government White Paper of winter 1952 
outlined the principal goals of the new credit policy." These were to maintain 
stable prices, to prevent increases in interest rates, to secure state bank 
funding, to govern the supply of liquidity to the private banks and to secure 
financial arrangements which could allow targeting of particular schemes. 
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Interest rate pegging to keep a low interest rate by administrative 
measures had already been introduced during the immediate post-war 
reconstruction period. But this policy was not limited to this period. At the 
outset, the legal basis for admunistratively fixed interest rates was a 
temporary Act, passed in December 1947. New temporary legislation on 
interest rates was enacted in 1953 and confirmed the government's right to 
control interest rates on loans. This act even contained new regulations on 
bond market entry. According to this legislation, everybody who wished to 
issue bonds was obliged to apply to the authorities for permission. The 
interest rate, and all other conditions connected with the floating of bonds, 
had to be examined and approved by the authorities. Even the purpose of 
borrowing and the actual investment plans of the borrower had to be 
approved. This policy and legislation introduced a protracted system of 
credit rationing in Norway, as discretion substituted for the price 
mechanism in lending decisions. Credit rationing was considered to be a 
precondition to ensure low-cost credit to targeted industries. 

The government chose a corporatist solution, based on voluntary co- 
operation between the banks and the authorities in order to carry out these 
new monetary and credit policies. Co-operation took part within the 
framework of the so-called Co-operation Committee, which was established 
in 1951. This committee was composed of representatives from the Bank of 
Norway, the Ministry of Finance, the Bank Inspectorate and the commercial 
and savings banks. In 1955 they were joined by representatives from the life 
insurance industry." 

As а consequense of strategic credit allocation, the financial system was 
very segmented. In addition to banks, there were a lot of institutions with 
specialised lending, including several state-owned banks with specialised 
purposes. À separate bank for long-term industrial credit, partly owned by 
the state (51 per cent) and partly by private banks (49 per cent), was in 
operation. The state banks increased their loans substantially after the war, 
and two new public banks were established to finance housing and 
education. During 1951 the financing of the state banks met with great 
obstacles, because it became impossible to sell state bank bonds at the low 
interest rate level fixed by the authorities. The government then had to 
transfer funds from the Treasury to the state banks. In order to drain capital 
from the private financial institutions, it became very important for the 
government to get the banks, as well as the life insurance companies, to buy 
more government securities. This was the government's principal motive 
for including representatives of the life insurance companies within the Co- 
operation Committee. The Norwegian Life Insurance Companies’ 
Association was very reluctant to become a member, mainly to avoid any 
increased pressure to buy low interest rate bonds. After a while, however, 
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they were forced to take part in the Co-operation Committee, since the 
Ministry of Finance and the Bank of Norway expressed the view that ‘the 
life-insurance companies have a substantial impact on the development of 
the monetary and credit market’.” 

During the first four years of its existence, the Co-operation Committee 
passed resolutions laying down general guidelines for the lending and 
investment policies of the banks. In principle the banks were free to follow 
these instructions. From 1955, however, a system with one-year binding 
agreements was adopted. These annual agreements laid down the rules for 
the lending policies the banks were obliged to carry through the following 
year, the amount of government securities which the financial institutions 
were obliged to buy, and so on. Hence, the financial institutions and markets 
were actually subject to a new regulatory regime during the early 1950s. 
The main reason why the commercial banks, as well as the other financial 
institutions, accepted this development was because, in return for the 
voluntary co-operation of the banks and the other financial institutions, the 
government did not introduce new, extensive regulatory legislation. 

In 1965, however, an extensively reformed Law on Money and Credit 
was introduced. The main purpose was to centralise credit policy decisions 
in the Ministry of Finance and to control the volume of credit supplied by 
the banks by managing their liquidity. But the policy to keep the level of 
interest rates low, the control of the floating of loans in the bond market, and 
so forth, continued. 

According to the 1953 legislation, the Bank of Norway decided who 
should be permitted to float loans in the bond market. In 1955, this authority 
was centralised in the Ministry of Finance. However, a committee under the 
Bank of Norway was established to administer all the applications for 
issuing bearer bonds on behalf of the Ministry. This committee was 
composed of representatives of the Bank of Norway, the Ministry of 
Finance, the Ministry of Industry, the Ministry of Trade and the two state 
banks in charge of financing industry and the construction of hydro- 
electrical power plants. The committee continued to operate until 1980, 
when the bond market was deregulated. 

The currency regulations, based on legislation passed in 1950, laid down 
that all short-term foreign capital transactions were dependent on a licence 
from the Bank of Norway. The floating of bonds and long-term borrowing 
on foreign capital markets had to be licensed by the Ministry of Trade. To 
co-ordinate these activities and to prepare decisions concerning permissions 
for long-term borrowing abroad, a so-called "Currency Regulations 
Council' had been established. This council was composed along the same 
lines as the one for the domestic bond market. Several committees and 
agencies were set up by the authorities during the 1950s to promote and 
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provide industrial finance. Some of them had a corporatist character, but 
most of them had not. Among these agencies, a separate Agency for 
Industrial Finance, headed by Trygve Lie, was set up in 1959 to attract 
foreign investment to Norwegian projects.” This agency played an 
important role in finding the investors and credit sources necessary to 
finance the huge expansion and modernisation of the Norwegian aluminum 
industry which took place in the 1960s. 

The system for industrial finance which thus emerged in the 1950s can 
be described as the ‘quadrature for industrial finance’, consisting of a 
network of public and quasi-public organisations, which operated within a 
framework bounded by the Bank of Norway, the Ministry of Finance, the 
Ministry of Industry and the Ministry of Trade. Around 1960 the state’s 
efforts at industrial credit allocation were further bolstered by the 
establishment of new state agencies to strengthen public industrial finance 
by direct means. These new agencies were the Regional Development Fund 
(DUF) and the Development Fund. The purpose of the latter was to finance 
new projects in so-called ‘growth industries’ such as electronics. New semi- 
public institutions for the financing of shipbuilding, based on state- 
guaranteed loans, were established and the state bank for the long-term 
financing of manufacturing industry — ‘Industribanken’ — was strengthened. 
New institutions and arrangements were introduced and some were also 
reorganised during the 1960s and 1970s. 

The industries prioritised within the framework of Norwegian industrial 
policy were primarily export industries. These industries, as well as the 
large Norwegian shipping industry, were dependent on entry to foreign 
markets. As has already been pointed out, trade was liberalised around 
1950. Membership of the OEEC and the system of 'freelists' had opened 
competition between Norwegian and foreign merchandise. In 1959, the 
Labour government pushed for Norway to enter EFTA, and for the removal 
of tariff barriers. Strategic allocation and capital market regulations were 
thus combined with the exposure of Norwegian product markets to 
competition. 

However, the economic policy regime was extremely stable. In 1965, 
when 20 years of continuous Social Democratic rule was interrupted, a 
coalition of the liberal, conservative and agrarian parties came to power for 
six years. In spite of this change in policy regime, no significant shift in 
economic and industrial policy took place until the end of the 1970s, when 
major changes occurred in Norwegian economic policy. These changes 
were characterised by more market-oriented solutions and extensive re- 
regulation of financial markets.” 

At the outset, the Labour Party leadership based industrial policy on 
what they saw as the comparative advantage of Norwegian industry: a huge 
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capacity to produce cheap hydro-electrical power, as well as electro- 
chemical and -metallurgical production based on this capacity. From around 
1960, this policy was reinforced as substantial resources and industrial 
finance were directed to the aluminium sector, while the shipbuilding 
industry was also given high priority. Already in 1947, these sectors were 
picked out and given high priority. During the second half of the 1960s, 
electronics was also included in the prioritised sectors. 

These strategic aims were institutionalised in the network of state 
agencies, briefly sketched above. With the aid of this network, and by the 
shaping of the credit system, the government attempted to accomplish its 
industrial policy goals by strategic resource allocation, which became one 
of the Norwegian state’s most crucial levers for effecting strategic industrial 
transformation. Table 4 illustrates the impact of this policy and reveals two 
important developments. Firstly, the importance of commercial banks in 
financing industry was drastically reduced during the period under 
consideration. Secondly, industrial finance provided by the allocative 
institutions and agencies directly controlled by the government (3+7+8), 
increased substantially from 38 to 58 per cent. In addition, the government 
heavily influenced the lending policies of banks and life insurance 
companies. 


TABLE 4 
OUTSTANDING LOANS TO MANUFACTURING INDUSTRY ON THE REGULAR, 
DOMESTIC CREDIT MARKET (%) 


1955 1960 1965 1970 1975 1977 1980 

1 Commercial banks 437 40.8 335 326 29 1 259 22.5 
2 Savings Banks 11 1 113 81 7.9 75 63 66 
3. State Banks 66 58 7.1 7.1 9.6 116 18.5 
4. Financing 

Companies 00 00 34 37 34 2.5 2.9 
5. Non-L ife 

Insurance 0.9 12 1.2 1.9 33 30 2.6 
6. Life Insurance 6.4 11.4 10.9 95 9.9 90 78 
7. Mortgage Banks 68 76 139 197 23 4 29.9 28.1 
8 Bond Market, 

directly 24 8 21.9 219 17.5 138 11.9 11.1 
————__—X—X—<—s_ 
Total 100 100 100 100 100 100 100 


Note. All figures from the end of the year Category (7), mortgage banks, includes credit 
unions. 


Source. S Knutsen, ‘Finanssystem, Neringspohtkk og Industriell Utvikling 1950—1990 
Forstudie og Forskningsdesign’ (Working paper No21, Norwegian School of 
Management, 1994). 
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Furthermore, the table indicates a considerable growth of the mortgage 
banks and credit unions after 1965. At the same time we see that the issue 
of bonds by individual firms directly on the bond market decreases in 
importance as a source for long-term industrial finance. The main reason for 
this was a policy shift in the early 1960s, when the government strengthened 
its focus on industrial sectors even further. Thus the authorities gave priority 
to the allocation of quotas to specialised mortgage banks, which provided 
loans to firms operating in targeted industries rather than licensing 
individual borrowers. 

In addition, when the distribution of lending by sector is scrutinised, a 
distinctive pattern is revealed. Both in the bond market directly, as well as 
the institutions’ lending, the following sectors were prioritised: hydro- 
electrical power plants, shipbuilding and electro-metallurgical industries. If 
we add the distribution of loans provided by the development fund for new 
industrial projects, which started its operation in 1965, the prioritised 
sectors in this institution’s lending were shipbuilding, electronic industry 
and machine production.” From a strategic point of view, the importance of 
these sectors even increased, because of the building up of the offshore 
industry from the early 1970s. 

As has already been pointed out, one of the major objectives of post-war 
industrial policy was the funding of specific industries with competitive 
advantage. The intersectoral profile of Norwegian government credit, 
channelled through the bond market, as well as the intersectoral profile of 
direct government credit, clearly demonstrates that the results were 
consistent with the objectives of industrial policy. To what extent this policy 
was optimal in terms of economic performance will be discussed in section 
V. First, however, a brief outline of the development of the Norwegian 
banking system is provided. This will clarify the opportunity which the 
government had after the Second World War, when it wanted to shape the 
financial system as a tool for industrial policy. 


IV 


This essay has demonstrated that the evolution of the financial system 
provides the key to the understanding of both the development in political 
economy and industrial change in post-war Norway. It is also necessary to 
examine more closely the institutional and cultural basis for regulation and 
configuration of the Norwegian financial system. 

The structure of the Norwegian economy has traditionally been very 
decentralised, consisting of a large number of small firms with strong, local 
ties. This is an entrenched feature of the Norwegian economy, and, as has 
already been demonstrated, small and medium-sized firms stil] characterise 
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the industrial structure. Although the impact of the largest companies in the 
Norwegian economy has increased substantially during the post-war period, 
the largest Norwegian enterprises still have less impact on the economy than 
is the case in, for example, Sweden or Finland. Industrial production as well 
as employment is spread over more units in Norway than in the two 
neighbouring countries. Actually, a typical dualistic structure developed in 
Norwegian manufacturing industry after the turn of the century. On the one 
hand, a large-scale, energy-intensive industry developed, producing 
chemical and metallurgical products for export, whilst on the other there 
was the large sector of small enterprises in more traditional industries. Even 
Norwegian shipping, operating one of the largest merchant fleets in the 
world, was usually organised in fairly small units. 

Moreover, the decentralised Norwegian business system, characterised 
by locally based small enterprises, has traditionally operated within the 
framework of a decentralised banking system. In 1939 a German bank 
analyst outlined in a book what he regarded as the distinguishing Norwegian 
socioeconomic features: ‘Das von jeher in Norwegen stark entwickelte 
Selbstiindigkeits-gefühl der Fylker und Gemeinden führte dazu, das man 
den kredit im kleinsten Wirtschaftskreis organisierte' (‘The strong and old- 
established sense of local independence which has developed in counties 
and municipalities in Norway has confined the organisation of banking and 
provision of loans to business to a local level').? 

Norway developed a so-called ‘unit bank’ System consisting of local, 
small, independent banks. This distinctive character of a decentralised 
banking structure is even more prominent when we take into account the 
strikingly large number of local savings banks that mushroomed in Norway, 
reaching a peak of 623 in 1929. The ideological and legal basis of this 
System was integrated in Norwegian banking legislation. Thus the state 
guaranteed the decentralised structure by means of a legislation which, 
among other things, underpinned a system of concession. In parliament, it 
was decided that the basic principle for this system was to prevent the 
establishment of local branches and obstruct branch banking on a national 
level. 

In a decentralised economic Structure like this, local patriotism 
simmered beneath the surface, and competition was very often influenced 
by local rivalries. However, local co-operative networks also developed as 
an important governance mechanism in this environment. But consensus did 
develop in one major area: a major task of the state was to secure the 
maintenance of the locally based, decentralised organisation of economy, as 
well as a widespread distribution of power. The arrangement and balancing 
of interests, securing this goal, gained general support. 

From this perspective, a basic and culturally generated 'accepted' 
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pattern of interaction can be distinguished: the Norwegian democratic 
egalitarian localism. This notion expresses a kind of collective ‘meaning’, 
or culturally shaped rules or norms of behaviour. Such informal institutions, 
which give ‘meaning’ to collective action, very often underpin formal 
institutions as well as organisations. It was such ‘accepted’ patterns which 
became the basis of the Norwegian system of ‘unit banking’ as well as the 
underpinning principles of banking legislation in Norway. This pattern was 
an important impediment to the emergence of ‘financial dynasties’ in 
Norway. Egalitarianism is linked to a dispersed type of ownership and a 
broad participation in local economic life, relatively small differences in 
income, and so on. The democratic aspect is linked to communalism and the 
very strong tradition for municipal self-determination in economic matters. 
The close ties between savings banks and municipalities illustrate this 
relationship. These factors have been important 1n moulding the typical 
features and forms of organisations of the financial system, as well as in 
moulding national industrial strategies. 

Altogether, the development of the particular traits of the Norwegian 
financial system should be understood as politically and socially established in 
connection with the nineteenth-century industrialisation process. As already 
indicated, the relationship between the state and the local communities in 
Norway can be valuably studied in a centre-periphery perspective. The 
peripheral influence on the centre has traditionally been very strong in Norway. 
For instance, there bas always been an over-representation of MPs from small 
towns and rural districts in the Norwegian parliament. This was formally 
institutionalised in the electoral legislation during the nineteenth century and 
continues today. In order to be able to govern, the state had to give concessions 
to a strong periphery. In the nineteenth century, the state had to contribute by 
providing financial resources to the periphery. The National Bank (the Bank of 
Norway) was strongly engaged in the supply of credit to local business through 
a widespread web of local branches during the first decades after the division 
from Denmark in 1814. From the middle of the century, a wide range of state 
banks was established to carry out this task, while the evolving local savings 
banks and commercial banks guarded their independence. Financial assets 
were not allowed to be ‘drained out’ from the local communities. The savings 
banks had very strong support in the parliament (Stortinget) and experienced 
extensive growth. Even the government's attempt to establish a nationwide 
postal savings bank was impeded during the late 1880s by the Storting, where 
the spokesmen of the savings banks were in majority. The main reason for this 
action was that a postal bank would drain resources away from the periphery. 
Political support for the savings banks, and strong and successful local action 
against the development of branch banking, meant that commercial banks were 
crowded out. 
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Universal banking of the continental type, which combined deposit 
banking and short-term lending with long-term industrial financing and 
ownership of client firms, was inherently unstable. Initially, such banks 
were dependent on a ‘lender of last resort’. The Norwegian national bank 
did not develop ‘lender of last resort’ functions until the turn of the century, 
and its role in this respect remained ambiguous for a long time after that. 
The main reasons for the late development of ‘lender of last resort’ 
functions was political. The major target of the bank during the nineteenth 
century was to establish and maintain a stable currency. This was very 
important for the senior civil servants who dominated government. The 
purchasing power of their salaries was very easily undermined by inflation. 
At the same time, at least until the 1860s, a large part of the national bank's 
resources was tied up in direct long-term lending. Thus, the basis for 
development of universal banking was very weak in Norway. 

The national bank was privately owned, but actually it was under the 
tight control of the parliament (Storting). The government was also heavily 
engaged in the provision of credit to local businesses as well as agriculture. 
Different types of state banks, with Special purposes, were established to 
accomplish this task. Since then, government influence has remained an 
important factor within the Norwegian financial system. The capacity to 
organise public or semi-public arrangements for selective lending has 
traditionally been fairly strong. 

As has already been outlined, the Labour Party leadership pursued a 
strategy in the early 1950s with a large-scale industrialisation scheme which 
was based on the selective allocation of credit, made possible by the credit- 
based and price-administered financial system. This type of financial 
System was an institutional arrangement built upon elements which had 
specific historical origins. Here, the stable pattern of 'democratic egalitarian 
localism', rooted in the nineteenth-century industrialisation process, was 
important. Other elements can be traced back to the upheavals and the crises 
of the inter-war years and still others can also be traced to purposeful, 
politically motivated changes in the financial regulatory regime, which were 
carried through around 1950. 

The shaping of the financial system through this historical process 
produced trajectories, both for the Norwegian state's steering capacity and, 
especially, its capacity for strategic action. On the one hand, the Norwegian 
state had traditionally pursued development. Further, the Norwegian 
national state had been rooted in an ethnically homogenous population. 
These are factors that have strengthened the strategic capacity of the state. 
The strong impact of democratic egalitarian localism has both facilitated 
and constrained the government's capacity to accomplish industrial 
strategies. When the goals have been in line with the logic of this pattern, it 


122 INSTITUTIONS AND THE EVOLUTION OF MODERN BUSINESS 


has strengthened the capacity for intervention in economy. When, on the 
other hand, political action has conflicted with this pattern, it has met with 
strong resistance. 

In analysing institutional change it is clear that a change in the 'identity' 
of an institution is rare. Changes usually occur during crises, and are then 
usually followed by long periods of stability. The political scientist J.P. 
Olsen asserts that 'this reveals a picture showing that certain historical 
events open up for large changes'." The socioeconomic crisis in the 1930s, 
followed by war and occupation, can be regarded as just such a train of 
events, which created a new set of opportunities for change during the 
immediate post-war years. Another important mechanism for change can be 
described as 'dramatic crisis', including revolutions, wars, depressions, 
while mismatches between capacities and tasks can be singled out as 
another basic mechanism of change.? In 1945, the Labour Party leadership 
believed that the private financial institutions had neither the ability nor the 
capacity to carry through the growth objectives of the government. AS a 
result, during the autumn of 1948, the party leadership rejected all proposals 
to nationalise banks. But at the same time it was emphasised in a report that 
‘as suppliers of credit, the commercial banks have decisive impact on the 
business sector. The report also stated that the aim of the banks was to 
maximise profit for its owners. Consequently, the report concluded, this 
could easily ‘come in conflict with the monetary and credit policies that the 
government wanted to carry through based on society's point of view'. 

Against this background, the party leadership wanted to bring the 
banking sector under control. The reason for rejecting nationalisation was 
the desire to avoid the fierce conflicts which would result from a step like 
this. Such a step would certainly not be in accordance with democratic 
egalitarian localism. The policy that the leadership decided to adopt was to 
carry through continuous efforts to "build up the position of society in the 
banking sector by developing the state banks as well as to build up the 
ability of government to control and affect the policies of private banks'. To 
carry through this policy, the government chose to make the banks serve as 
its credit policy allies, on terms negotiated between the government and 
finance. This took place within the framework of a corporate solution, 
which has been described above. The transformation of the financial 
system, based on a policy like this, had a better chance of succeeding than 
the nationalisation option, because it did not come into conflict with the 
basic norms and rules of society. 

It is clear that three major features of the Norwegian financial system 
can be distinguished to explain why the government could successfully 
utilise the financial system for strategic resource allocation. Firstly, there 
was a historical tradition for a developmental type of state. Secondly, when 
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the state acted in a way that did not conflict with the prevalent decentralised 
socioeconomic structure, its capacity to govern the economy was fairly 
strong. Thirdly, the decentralised and segmented financial system was 
characterised by relatively weak actors. This provided the state with 
considerable capacity to intervene in the industrial economy and allocate 
credit strategically, which became one of the Norwegian state’s most crucial 
levers for effecting industrial promotion and transformation. 


V 


To analyse economic development and performance of a small and open 
economy like Norway's, it is crucial to take the external environment of 
business decisions, especially government-business relations, into account. 
It has been shown that a very active industrial policy has been a 
distinguishing feature of Norwegian government policy during the post-war 
era. The main objectives of such a policy were full employment, 
redistribution and social security, accomplished by a systematic and 
comprehensive construction of the welfare state. Sustained economic 
growth was seen as vital to the achievement of these ambitions. To a varying 
degree, Norway shared most of these objectives with other countries in the 
industrial West. But historical analysis demonstrates differences between 
these countries, with regard to how these goals were to be accomplished, 
and even reveals variations in performance. 

As shown in Table 5, Norway's economic growth was relatively high in 
the period 1950—73, in spite of rather sluggish growth rates during the 
1950s. During the 1960s, however, the table reveals that Norwegian growth 
rates were among the highest, reaching the top rank amongst the selected 


TABLE 5 
ECONOMIC GROWTH IN SELECTED OECD COUNTRIES 
(AVERAGE ANNUAL RATES OF GROWTH IN REAL GDP, 1960—80) 


a ee Ss 
Japan 9.3 37 7.7 
France 5.0 2.8 46 
Norway 4.1 4.7 4.4 
Germany 59 2.3 3.7 
USA 3.6 2.3 35 
Sweden 40 1.8 33 
Switzerland 45 03 3.0 
UK 32 0.9 23 


Source: OECD, Historical Stanstics, Economic Outlook (No. 32, 1982), A. Maddison, Dynamic 
Forces ın Capitalist Development (Oxford and New York, 1991). 
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OECD countries after 1973. According to Leslie Hannah, Britain had the 
most effective industrial policy in post-war Europe, but at the same time the 
most inefficient one.” This may have been the case for Britain. But, in 
countries like Japan, France, Norway and several others, an active industrial 
policy produced relatively high growth rates, both in industrial output and 
GDP. The study of the Norwegian case indicates that the configuration of 
the financial system is one of the critical factors explaining this difference. 

As already has been pointed out, firm—market relations, as well as the 
institutional context in which they are embedded, vary considerably among 
different national economies. Hence, even the efficiency of industrial policy 
has to be contextualised. The fact that apparently similar industrial policies 
were carried through with success in some countries, while ending in failure 
in others, illustrates this point. The economic outcome of economic policy 
in each country ‘depends in part on the capacity of governments to conduct 
development policies and in part on purposes they pursue’.* Thus, the 
efficacy of industrial policy has to be judged in a specific national, 
institutional and historical context. In addition, investments in capital, 
labour, innovative activities and ability to adapt to new possibilities are 
critical determinants of economic performance. The political system 
interacts with the institutional framework, whilst the institutions provide the 
incentive structures for firms and influences the critical determinants of 
economic performance. The outcome — either growth or stagnation — then 
has an impact on the political system.” 

The provision of funds to specific industries with competitive and 
comparative advantage promoted growth in Norway. The long-term 
relationship between the state network of industrial planning and industrial 
finance, the financial institutions and industrial firms, helped to reduce 
uncertainty, and thus informational and transaction costs. This made it 
possible for relatively small Norwegian firms to undertake large investment 
projects in capital-intensive industries. The Norwegian system for industrial 
finance also mobilised substantial foreign capital, both loans and direct 
investments, to prioritised sectors, even in a period when international 
credit markets almost dried up during the 1950s and 60s. Involvement by 
the government network provided funds for small Norwegian firms on 
international capital markets, which otherwise would have been very 
difficult for them to obtain because of poor information flows. 

Because of the configuration of the financial system and popular support, 
the government had considerable room for manoeuvre. The reason for this 
was that the enterprises in the targeted sectors were mainly localised in 
different parts of the country. Thus upgrading and investments in these sectors 
did not conflict with the deep-rooted culture of democratic egalitarian 
localism. Concentration and rationalisation was accomplished over time ina 
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balanced way rather than rapidly within this geographical structure. This 
secured a stable social situation, which also promoted growth. 

Thus deeply rooted egalitarian patterns did not conflict with flexibility. On 
the contrary. OECD data, in the form of gini-coefficients covering the 1980s, 
show that the Scandinavian countries have the smallest wage differentials 
among the OECD countries.” Among the Scandinavian countries, Norway 
scores lowest of them all on this index, having stability over time. The evidence 
shows large differences among the OECD countries, in spite of the fact that 
these countries experienced very similar technological and demographic 
developments during this period. A possible explanation lies in the cultural 
differences across these countries and the institutionalisation of this differences. 
These may also have affected other factors, including the organisation of the 
economy. Egalitarian motives have characterised some important institutions in 
Norway. The emphasis on equal opportunity has enhanced social mobility and 
small wage differentials have promoted job mobility since workers have little to 
lose from changing from one sector to another. 

It has been claimed that the growth rate indicated in Table 5 for the 
period after 1980 has been caused by the oil sector, and thus is a result of 
pure luck. Clearly, oil has been very important to the Norwegian economy 
since the middle of the 1970s. However, history has demonstrated that 
substantial and rapid increases in income may be damaging. But this has not 
been the case for Norway, since it has been possible to maintain macro- 
economic conditions, and an institutional environment for business, which 
has promoted growth. The combination of state capacity and an effective 
institutional framework made it possible to readjust the large shipbuilding 
sector to offshore business. In turn this opened up the possibilities for 
exploring promising new technologies. Together with a similar 
development in maritime-based industries, this has created the foundation 
for a new hi-tech industry, exporting goods valued at nearly NOK10 billion 
in 1995. But the Norwegian system for industrial finance did have a 
negative impact on certain industries. For example, the paper and pulp 
industry experienced great difficulties during the 1960s. A readjustment to 
larger and more effective units was necessary to regain productivity and 
competitiveness. But this sector was not among the targeted sectors and 
with regulated capital markets there was no market for corporate control. 
This put the industry in a lock-in situation characterised by an ineffective 
production structure and obsolete technology. 


VI 


In conclusion, this article has demonstrated that the credit-based, state-led 
system that developed in Norway became the institutional basis for the 
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government to accomplish its .industrial policy. At the same time, the 
government gradually built up a network of agencies, organisations and ad 
hoc committees within the framework of an indicative system of planning, 
which utilised the financial system to reach major targets in industrial 
policy. The article supports the hypothesis that in the Norwegian case the 
specific configuration of national systems for industrial finance contribute 
to the differing capacities of governments to intervene in the industrial 
economy. The specific historical features of the Norwegian banking system 
moulded the system of industrial finance after the Second World War, which 
allowed the government to accomplish strategic resource allocation. This 
became one of the Norwegian state’s most crucial levers for accomplishing 
strategic industrial promotion and transformation. 


NOTES 


The research underlying this paper has been funded by the Norwegian Research Council (the 
Naerings-LOS Program). 


I; Since investment strategies comprise investments in people, technology and physical plant, 
this definition even covers tbe relationship between industrial policy and technological 


change. 

2. P. Katzrenstem, ‘Introduction’, in P. Katzenstem (ed.), Between Power and Plenty: Foreign 
Economic Policies of Advanced Industral States (Madison, 1984), p.4. 

4. DC North, Institutions, Institutional Change and Economic Performance (Cambridge, MA, 
1990). 

4. Ied., р.3 ef seg. North introduces the notion of an ‘institutional framework’, which 
comprises ‘legal rules, organizational forms, enforcement, and norms of behavior’ 

5. S Sjostrand, ‘Towards a Theory of Institutional Change’, in 5 Sjostrand et al. (eds ), On 
Economic Institutions (Aldershot, 1995), p.23 

6. See, for example, J. Zysman, Governments, Markets and Growth: Financial Systems and the 
Politics of Industrial Change (London, 1983); P. Hall, Governing the Economy (New York, 
1986), P. Gourevitch, Politics in Hard Times: Comparative Responses to International 
Economic Crises (Ithaca and New York, 1986) 

7 See Zysman, Governments, Markets and Growth, Т Rybczynski, "Industrial Finance System 
m Europe, U.S. and Japan’, Journal of Economic Behavior and Organization, Vol.5 (1984), 
G. Don, ‘Finance, Innovation and Industrial Change’, Journal of Economic Behavior and 
Organization, Vol.10 (1990). 

8. JL. Christensen, ‘The Role of Fmance in National Systems of Innovation’, m B -Aa 
Lundvall (ed.), National Systems of Innovation (London, 1992) 

9. T. Курсту, ‘Innovative Activity and Venture Financing Acess to Markets and 
Opportunites in Japan, ће U S. and Eutope', in К.Н Day er al (eds.), The Market for 
Innovation, Ownership and Control (Amsterdam, 1993). 

10. See, for example, H. Sjogren, Bank och Naringsirv (Uppsala, 1991) 

11 E Веб, ‘Corporate Control and Capital Structure-Essays on Property Rights and 
Pimancial Contracts’ (Ph D thesis, Stockholm School of Economics, 1990); Rybczynski, 
Innovative Activity and Venture Financing 

12 J Edwards and K Fischer, Bank, Finance and Investment in Germany (Cambridge, 1994) 
Although a valuable contribution, the framework of Edwards and Fischer 1s neo-classic and 
largely static. A more long-term and dynamic, historical approach thus gives a broader 
empincal basis to discuss comparative, financial systems Furthermore, the authors do not 


POST-WAR STRATEGIC CAPITALISM IN NORWAY 127 


13. 


14. 
15. 


16 


really discuss the concept of differing financial systems in а more coherent and 
comprehensive way. Finally, the interpretation of data ıs also a question of definition. For 
Instance, they classify provisions for pension funds as ‘equity’. However, if a bankruptcy 
occurs it is quite clear that the funds are the specific property of retirement pensioners This 
type of debt can hardly be classified as ‘equity’, See Table 2 in this paper. 

JL. Cinstensen, The Role of Finance, p.160 et зед; J. Pranks and C. Mayer, "Capital 
Markets and Corporate Control A Study of France, Germany and UK’, Economic Policy, 
No.10 (1990). 


Knutsen, "Norwegian Banks and the Legacy of the Interwar Years’, in A. Teschova ef al 


and Central Europe (1994), pp. 75-96, 

There had been a political consensus on the system of direct and extensive regulation during 
the reconstruction period with the aim of establishing a fast recovery of the economy after 
the occupation But already in 1946—47 this consensus began to crack, especially when the 
Conservative Party started an ideological critique араш planning and state intervention 
White Paper No 75 (1951-52). 

The organisational forms of the financial regulatory regime is elaborated in more detail in S. 


. Archive of the Bank of Norway, Box 42, Correspondence of the Cooperation Committee 


Letter from Governor E Brofoss to the Norwegian Life Insurance Compames’ Association, 
28 Sept. 1955 


; Trygve Lie was a member of the Labour government from 1935, Minister of Foreign Affairs 


in the Norwegian exile government in Bntain during World War II and the UN's first 
Secretary-General. Later, he was also appointed Minister of Industry 1n 1963 and Minister of 
Trade in 1964. 

Even in this proces, the Labour Party was the motive force 

S. Knutsen, Erterkrigstidens Strategiske Kapitalisme og Styringen av Kapitalmarkedet som 
Industripolitisk Virkemiddel 1950-1975 (Working Paper No 50, Norwegian School of 
Management, 1995). 

Dietrich Stunkel, ‘Dic Arbeststelung der Banken in Norwegen’, here quoted from Н 
Kofoed, Den Norske Bankforening 1915—1940. Trekk av norsk bankhistone (Oslo, 1940), 
p 14. 


. J.P Olsen, Ssatsstyre og Institusjonsutforming (Oslo, 1988) 


J. Zysman, ‘How Institutons Create Historically Rooted Trajectories of Growth’, Industrial 
and Corporate Change, Vol 3 No.1 (1994), pp.243-83. 

Report to the Executive Board of the Norwegian Labour Party (DNA) (Oslo, 1948), p 9. 

L Hannah, "Technological, Managerial and Market Explanations of Differential Rates of 
European Business Convergence on American Productivity Levels, 1945-1973’, in 
Proceedings of the Conference on Business History, Rotterdam October 24 and 25, 1994 
(Rotterdam, 1995) 


. Zysman, Governments, Markets and Growth, p.16. 
Р This heuristic model 1s partally mspired by J Myhrman, Hur Sverige blev rikt (Stockholm, 


1994), pp.13—52 
Sec, for example, S. Hargreaves Heap, ‘Rational Action and Institutional Change’, in S. 
Sjostrand et al , On Economuc Institutions (Aldershot, 1995) 


The Politics of Protection: An Institutional 
Approach to Government—Industry 
Relations in the British and United States 
Cotton Industries, 1945—73 


MARY B. ROSE 
Lancaster University 


Against a background of progressing, if often hesitant, world trade 
liberalisation since 1945, the cotton textile industries of the developed world 
have generally been cushioned against foreign imports, as Table 1 
demonstrates. Between 1945 and 1973 lower than average tariff reductions, 
quota arrangements and international agreements, none of which could be 
justified on economic grounds, protected most Western cotton industries 
from the worst ravages of low labour cost competition. Ironically, more than 
any other Western government the United States, the post-war guardian of 
international trade liberalisation, was especially sympathetic to the demands 
of its cotton industry. This was in particularly sharp contrast to the position 
in Britain. There, despite sustained pressure, successive governments were at 
best half hearted in any concessions they granted on low labour cost 
competition. At worst, they were positively obstructive. Whereas in the 
United States, from 1955, the cotton interests gained a range of concessions 
from administrations intent on general trade liberalisation, in Britain 
successive governments remained deaf to appeals for duties against 
Commonwealth imports and for other protective measures.’ This suggests 
either that the economic case for protection was stronger in the United States 
than in Britain, or that British cotton industry pressure groups exerted less 
effective power over government than their counterparts across the Atlantic. 

As mature industries in advanced economies, protection of cotton 
manufacturing could not be justified on the grounds of ‘learning by doing’ 
in either country. Similarly, product cycle theory predicts a relative decline 
in older economies of simple industries in favour of more sophisticated 
sectors, as comparative advantage shifts to later developers. Clearly neither 
country had a demonstrably superior economic case for protection. It is, 
therefore, the purpose of this essay to explore why the cotton industry in the 
United States became a more potent political force than was the case in 
Britain. 
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TABLE 1 
TARIFFS ON COTTON TEXTILES IN INDUSTRIALISED COUNTRIES IN 1966 (%) 


IM ECC 
Mum шы рь dum с DCN dud aa 


EEC United Kingdom United States Japan 

Cotton yarn 8 7.5 5—29 5,75 

Woven fabrics 14-16 17.5 7 75-33 10—25 
19 

Ribbons 16-21 17.5—20 5—42 5 10-25 

Tulle, lace, 14—22 25 19-60 15—30 


Source. GATT, A Study in Cotton Taxtiles (Geneva, 1966), p 80 


For Britain, growing attention has been given by both economists and 
business historians to the emergence of a protectionist lobby in the cotton 
industry as it declined. Although there has been debate on the desirability of 
protection, there has been a general consensus that any efforts were largely 
ineffective because of the fragmentation of interests in a vertically 
specialised industry.’ This essay will demonstrate that to understand why 
British groups were less successful in their quest for protection than their 
American counterparts, it is necessary to look beyond industrial structure to 
explore the relationship between government-industry negotiations and the 
wider institutional and policy environment. 

The essay is divided into three substantive sections, the first of which 
briefly surveys economic pressures stimulating calls for protection. The 
second section examines the reasons for the differing performance of 
pressure groups in Britain and the United States. It evaluates, in particular, 
the economic and cultural factors which influenced the effectiveness of 
pressure groups on either side of the Atlantic as an introduction to the 
impact of institutional differences. The following section demonstrates that 
contrasts in the British and United States political systems had a profound 
impact upon the ability of the representatives of the cotton industry to gain 
concessions. However, it also shows the importance of placing campaigns 
against the background of wider macroeconomic policy objectives and in 
the context of the international environment. In a concluding section the 
implications of these differences are considered. 


II 


The collapse of the post-war sellers! market in 1952 witnessed a rise in 
imports of cotton piece goods in both the United States and Britain, as Table 
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2 demonstrates. In Britain, these grew especially from 1955 onwards and 
followed a period when export markets in Latin America, the 
Commonwealth and the colonies had been eroded by a combination of 
import substitution, domestic government subsidies and foreign 
competition, especially from Japan in colonial and Commonwealth markets. 
At the same time, rising tariffs in both the Indian and Pakistani markets 
curtailed exports to these destinations.’ As Table 3 shows, imports came 
first predominantly from Japan but increasingly and more significantly from 
the Commonwealth. Similarly, in the United States imports came largely 
from the low labour cost economies of the Far East. Cotton industry jobs 
were dwindling on both sides of the Atlantic from the early 1950s. In 
Britain, therefore, between 1951 and 1960 105,000 jobs were lost in the 
British cotton industry with employment in spinning and weaving each 
falling by around 40 per cent. In the United States, on the other hand, a total 
of 87,000 cotton industry jobs were lost between 1947 and 1958. In reality, 
import penetration was only part of the explanation of the job losses, but it 
was a sufficiently emotive issue to become central to campaigns by cotton 
interests on both sides of the Atlantic. 


TABLE 2 
VOLUME OF UK AND US COTTON PIECE IMPORTS 1950-72 (4 SQ YDS) AND EXTENT OF 
DAPORT PENETRATION 


Date UK (% Import penetration) US (% Import penetration) 
1950 287 16.93 51 0.48 
195] 377 20 69 48 045 
1952 180 14.41 36 0.37 
1953 99 7.50 65 0.61 
1954 268 15.57 74 0.72 
1955 244 16.60 141 131 
1956 306 21.19 197 1.97 
1957 416 26 20 127 1.40 
1958 387 27.03 146 1 62 
1959 537 35.17 250 2.67 
1960 728 42.95 464 4.96 
1961 731 43.56 266 3 00 
1962 575 39.96 465 5.00 
1963 636 43 00 455 5.19 
1964 767 46.68 3% 442 
1965 589 39.96 534 5.64 
1966 587 41 75. 611 6.70 
1967 660 49.30 543 6 36 
1968 707 51.57 577 7 42 
1969 545 44 49 613 8.42 
1970 480 42.82 558 8 54 
1971 602 51.00 608 9 43 
1972 429 43 12 765 12 66 


_ M ——— 
Source: Cotton Board, Quarterly Statistics, Singleton, Lancashire, p 120, Cotton: Monthly 
Review of World Stanstics, 1967—81 
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TABLE 3 
IMPORT PENETRATION OF THE UK DOMESTIC MARKET BY JAPAN, HONG 
KONG, INDIA AND PAKISTAN COTTON CLOTH, 1950-61 (M SQ YDS) 


Date Total Japan Total % of total H, I and P % of 
H, I and P H, I and P domestic 
consumption 

A —— — M—— MM ce es ee ca 
1950 287 92 76 26 5 4.5 

1951 377 86 109 28 9 60 
1952* 180 71 11 59 09 
1953 99 38 18 18.6 1.4 
1954 268 52 153 57.0 89 
1955 244 64 188 770 12.8 
1956 306 32 198 64.7 13.7 
1957 416 58 267 64.2 168 
1958 387 42 249 64 3 17.4 
1959 537 44 361 67 2 237 
1960 728 53 394 54.1 23.2 

1961 731 62 321 439 19.1 


Notes: H= imports from Hong Kong 
I= imports from India. 
P= mmports from Pakistan. 
* 1952 world recession їп cotton textiles 


Source: Cotton Board, Quarterly Stanstics 


In the United States the cotton interests complained that their industry 
was being crippled by the combined impact of government support schemes 
for raw cotton, which placed them at a disadvantage in the purchase of raw 
cotton in comparison with foreign competitors. In addition, they were 
threatened by imports of cotton goods first from Japan and later from Hong 
Kong and India.‘ Additionally, especially with regard to the industrial 
reconstruction of Japan and the tariff concessions granted in 1955, they 
believed that American foreign policy objectives worked against their 
increasingly obsolete industry and threatened 2.4m jobs.' These factors 
created discontent, which was vigorously and effectively articulated by the 
American Cotton Manufacturers' Institute (ACMI), which represented 80 
per cent of the industry.! 

In Britain in the 1950s and 1960s the reluctance of successive 
governments to protect the cotton industry in the face of Far Eastern and 
especially Commonwealth competition has been well documented? and 
needs only brief reiteration here. In striking contrast to experience 
elsewhere in the developed world and especially in the United States, 
British governments at best gave low priority to the protection of the cotton 
industry, whether against low labour cost imports or to allow for industrial 


оон 
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regeneration. Instead of enhanced protection, they favoured the scrapping of 
obsolete and surplus capacity and the re-equipment of the remaining core of 
the industry.? At worst, as with the Anglo-Japanese Payments and Trade 
Agreement of 1954, their commercial policies worked directly against 
Lancashire and were formulated without consultation with the Cotton 
Board, which represented the industry." 

As far as all interests in Lancashire were concerned, the most galling 
aspect of government policy was its inflexibility regarding duty-free 
Commonwealth imports, a legacy of the Ottawa Agreements of 1932. The 
origins of these agreements lay in the Sterling area, based upon imperial 
preference, that was constructed after the abandonment of the gold standard 
in 1931. While British goods were to enter the Empire at preferential rates, 
the Ottawa Agreements laid down that all goods qualifying for Empire 
preference entered Britain duty free. In the 1930s the assumption had been 
that Empire imports would comprise predominantly of raw materials, but in 
the post-war period they included Commonwealth cotton goods. That these 
arrangements were not modified until 1972 placed Lancashire at a 
significant disadvantage in comparison with other developed economies. 
This is because whilst, as Table I has shown, British tariffs on foreign- 
produced goods were very much in line with those of both Europe and the 
United States, UK producers were alone in facing duty-free imports from 
Hong Kong, India and Pakistan, which were after all the most rapidly 
growing sources of cotton textile exports. 

During the 1950s and 1960s all the evidence suggests that both 
Conservative and Labour governments were unwilling to yield to the Cotton 
Board's demands for a reversal or at least a modification of this policy. At 
the same time, any efforts by the Cotton Board to negotiate voluntary quotas 
with the cotton masters of Hong Kong, India and Pakistan in the 1950s were 
doomed without government support and achieved remarkably little." Even 
when the Long Term Arrangement (LTA) was negotiated under the auspices 
of GATT in 1961 to allow for an orderly expansion of exports of cotton 
goods from the developing to the developed world, the British government 
was tardy in its use of it, much to the chagrin of Lancashire." Against this 
background, the system of global quotas covering yarn, cloth and made-up 
goods, introduced in 1966, came too late to be of any significant benefit to 
Lancashire and did not stem the flow of imports." 

In the United States, in contrast to the relative impotence of the cotton 
interests in general and the Cotton Board in particular, the cotton textile 
lobby became extremely powerful after the Second World War. It did not 
succeed in reversing the public commitment of governments to world trade 
liberalisation, but it was successful in gaining a number of major 
concessions in terms of non-tanff protection. In addition, despite the 
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commitment of the United States government to tariff reductions, which 
saw a series of tariff cuts to cotton goods in 1955, 1962 and 1971, the 
American cotton industry with ad valorem tariffs of 16 per cent and 23.8 per 
cent on yarns and fabrics respectively was, in 1974, amongst the most 
highly protected in the developed world. Certainly these rates were 
significantly higher than the 8.6 per cent and 14.3 per cent duties imposed 
by the European community.” Taking the whole of the period from 1950 to 
1971, the contrast with Britain is even starker. In the first place, the effective 
rate of protection remained higher in the United States than in Britain, as 
Table 4 shows. In addition, of course, the United States industry was 
protected against the imports of such Commonwealth countries as India, 
Pakistan and Hong Kong. Moreover, although the cotton interests in the 
United States were not able to reverse government commitment to freer 
trade, they were able to obtain some moderation in tariff reductions. In the 
Kennedy Round, for example, 56 per cent of textile and textile products 
experienced no reductions or reductions of less than 50 per cent.'® 


TABLE 4 
EFFECTIVE RATES OF PROTECTION FOR TEXTILES IN THE UNITED STATES AND 
THE UNITED KINGDOM IN 1962 (5) 


United States United Kingdom 


Thread and yarn 31.8 279 

Textile fabncs 50 6 422 

eee 

Source: В.А Belassa, ‘Tariff Protection in Industrial Countries: An Evaluation’, Journal of 
Political Economy, Vol.LXXIII (1965), p 57 


The United States cotton industry was, therefore, shielded from 
international competition by higher and more comprehensive tariffs after 
the Second World War than existed in Britain. In addition, American cotton 
manufacturers received more extensive non-tariff protection than was 
secured by the Cotton Board and were generally a more potent political 
force. As a result, they achieved far more wide-ranging government 
responses to their difficulties than was the case in Britain. In the 1950s, for 
example, Japanese import penetration, directly encouraged by tariff 
reductions introduced in 1955, was portrayed as the major threat to the 
health of the cotton industry, and the ACMI exerted sufficient pressure on 
its government to achieve an intergovernmental agreement in 1957. This 
placed a binding quota on Japanese imports of cotton goods with no 
guaranteed growth." 

This was just the start of a series of relatively successful campaigns to 
secure government support for the industry. These included the 
establishment of a Congressional sub-committee on the Domestic Textile 
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Industry in 1958, which was to ‘conduct a full and complete study of all 
factors affecting commerce and production in the textile industry of the 
United States’. The so-called Pastore Committee concluded that, aside from 
achieving productivity gains, textiles had not experienced the dramatic post- 
war rise in prosperity achieved in other sectors. In addition, it suggested that 
so great was the decline in cotton textiles that both Congress and the 
Administration should review all policies contributing to that decline. 
Finally, it secured confirmation from the Office of Civil and Defense 
Mobilization that the cotton industry was ‘an essential industry and an 
essential part of the nations’ mobilization base’. Consequently, the Pastore 
Committee justified the need to maintain high levels of textile capacity and 
employment on the somewhat dubious grounds of national security. On this 
basis, it recommended the introduction of import quotas and the termination 
of the two-price raw cotton system.” 

These recommendations were encapsulated in John F. Kennedy’s Seven 
Point Plan for the cotton industry of 1961 and implemented in the same 
year. It was a plan which was infinitely more supportive of the domestic 
industry than the 1959 Cotton Industry Act had been in Britain. It was 
designed to facilitate the modernisation of the industry in a relatively secure 
external environment. Easily the most significant consequence for the 
cotton industry was the hastily convened international conference of 
representatives of developed and developing economies in Geneva which 
was promised under the plan. The idea was to reduce the disruption of 
markets in industrialised countries which the international spread of 
industrialisation caused. It resulted in the Short Term Arrangement, 
followed swiftly, in 1962, by the Long Term Arrangement (LIA), which 
allowed for a controlled growth of imports of five per cent per annum. 
However, where imports from one participating country threatened to 
disrupt the domestic market of another, restraint could be called for.'? 

The LTA, which was successively renewed until 1973, fell short of the 
ACMI's demands for non-tariff protection for all textiles. It did, bowever, 
mark a major and welcome step forward in the industry's quest for special 
treatment. Successive United States administrations had the opportunity to 
protect their national cotton industry behind the respectability of an 
international agreement. Kennedy had, therefore, found an international 
solution to a potentially embarrassing domestic economic and political 
problem.” For the cynical, it is instructive that with far lower levels of 
import penetration than occurred in Britain, as was shown in Table 2, the 
United States invoked the LTA far more frequently. Indeed, between 1962 
and 1965, the United States took restrictive action against the cotton goods 
of Argentina, Brazil, Colombia, Mexico, Pakistan, the Republic of China, 
Hong Kong, India, Israel, Jamaica, Korea, Spain, Portugal, the Philippines, 
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Poland, Yugoslavia, Turkey, Japan, Greece and the United Arab Republic, 
covering a range of 49 categones of goods. By 1972 the United States had 
constraints on imports from 30 suppliers.” Since the seventh point of the 
Kennedy Plan used the alleged national security standing of the industry as 
a basis for special case pleading under trade agreements, leaving open the 
possibility of unilateral protective measures, the position of the cotton 
industry as a special case was secure.? 

An important consequence of the LTA was that developing countries 
began to shift production towards synthetics, which were not covered by the 
agreement. This signalled the start of a new series of campaigns in the 
United States in the late 1960s and early 1970s, which, following the pattern 
of the cotton campaigns, culminated in a new international trade treaty, the 
Multifibres Arrangement (MFA), which was concluded late in 1973. As 
with LTA, the initiative and much of the political pressure for MFA came 
from the United States and followed renewed domestic pressure for 
protection against imports of synthetics first from Japan in 1969-71 and 
subsequently from East Asia.” 


III 


The explanation of precisely why cotton textile interests in Britain proved 
less successful in influencing governments than was the case in the United 
States is a complex issue. It involves the interaction of historical, cultural 
and politico-economic domestic forces, with changes in both the 
international balance of power and in foreign economic policy on either side 
of the Atlantic. 

One possible explanation of the greater success of the United States’ 
campaigns for cotton protection, as compared with those in Britain, 1s the 
legacy of nineteenth-century experience. It could simply be that with a 
history so closely linked to the development of the tariff,“ the American 
cotton interests had much more experience in lobbying for protection than 
did their British counterparts, with their free trade traditions. 

Certainly there were historical precedents for differences in bargaining 
power to be found in the inter-war period. In the 1920s and 1930s, British 
governments were prepared to make only marginal concessions to 
Lancashire, when their interests were damaged as a result of changing 
policy with regard to India. In the United States, on the other hand, 
Roosevelt was quick to concede to the demands of the cotton interests for 
enhanced protection against Japan, even though they came in 1936, just two 
years after the passage of the Reciprocal Trade Act, which was a first step 
towards trade liberalisation by the United States.” This pattern continued in 
the post-war period, especially after 1955, when in the United States the 


a 
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coalition of cotton apparel and textile interests emerged as a major political 
force that had to be neutralised every time successive governments, from 
Kennedy to Reagan, wanted to make any progress on its central objective of 
multilateral trade liberalisation. Yet to conclude that the superior bargaining 
power of United States cotton manufacturers was the result of greater and 
longer experience than was the case in Britain is to oversimplify the issues. 

In studying the effectiveness of pressure groups in achieving import 
protection, economists have identified a number of significant influences. 
Of these, the most important determinants of success have been a relatively 
small number of firms in the industry,* combined with a high degree of 
geographic concentration and a rapid growth of import penetration. Against 
this background, it has also been predicted that pressure groups would be 
most likely to gain protection for an industry which is both highly labour 
intensive and which accounts for a high level of employment, whilst 
producing a commodity which makes up only a small proportion of 
consumers’ budgets. Moreover, protection was most likely to be successful 
when only a small share of output was exported and where there were 
relatively low levels of foreign direct investment by firms in the industry." 

Some contrasting economic forces provide a partial explanation of why 
pressure groups in the United States were more successful in securing 
protection they were in Britain. In the first place, the United States cotton 
industry was historically far less export oriented than Britain's, a trend 
which continued in the post-war period, as Table 5 testifies. Moreover, in 
the 1950s, as Table 2 has demonstrated, although both were experiencing 
similar rates of growth of import penetration, in the United States cotton 
piece good imports started from a far lower base, so that the shock factor is 
likely to have been greater than in Britain. 

These historical trends in market orientation in turn influenced attitudes 
towards foreign competition in the United States. As a consequence, even 
though import penetration was a fraction of the level in Britain, cotton 
manufacturers were simply noisier in their complaints than their British 
counterparts. High nineteenth-century tariff barriers meant that United 
States’ cotton manufacturers had built up their industries under the 
assumption that the vast domestic market was their preserve. Cotton 
manufacturers remained firmly protectionist, and, in 1961, one former 
textile executive pointed out in a letter to the New York Times: 


We would welcome imports which were improvements on our own; 
our objection is to import of imitations of our own products coming in 
only because they are lower in price because they are made under 
cheaper foreign wages and standards ... We are looking for no 
temporary adjustment. Therefore we want permanent protection, 
whether by tariff or quota or both, that will maintain our American 
standards today, tomorrow and forever.” 
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TABLE 5 
PROPORTION OF PIECE GOOD OUTPUT EXPORTED 1950-1972 (9) 


Date UK US 
eee 
1950 36.9 50 
1951 37.4 7.0 
1952 39 9 7.0 
1953 36.7 5.6 
1954 30.5 57 
1955 312 49 
1956 29.4 5.0 
1957 28.0 5.9 
1958 26.9. 54 
1959 26.0 51 
1960 25.3 4.7 
1961 23.3 52 
1962 21.4 4.5 
1963 209 42 
1964 19.3 44 
1965 18.8 33 
1966 16.9 38 
1967 169 66 
1968 190 77 
1969 177 8 8 
1970 178 89 
1971 197 99 
1972 15.5 135 


eS 
Source. R. Robson, The Cotton Industry in Britain. (London, 1957), P 358; Cotton Board, 
Quarterly Statistics, Cotton: Monthly Review of World Statistics, 1965-72 


Any infiltration or threat of incursion into the domestic market was, 
therefore, treated with alarm and Outrage, and cotton manufacturers in the 
United States did not believe that foreign producers had an inalienable right 
to penetrate their markets. In 1961, for example, on the eve of the opening 
of the Geneva meeting on the proposed Long Term Arrangement on cotton 
textiles, the ACMI called for 'recognition that growth of the American 
textile market is not created for overseas manufacturers and that they have 
no vested right to any part of it'.? 

Raymond Streat has observed that British manufacturers were far more 
gentlemanly than their American cousins in their cries for protection. This 
cultural difference may well have stemmed, in part at least, from contrasting 
historical influences on the market orientation of the industry.? However, 
apparent British restraint should not be exaggerated, for, as the campaign 
for protection gathered momentum, so it became more flamboyant, 
especially when orchestrated by Cyril Lord during the 1950s. 

If differences in the market orientation of the two industries were 
significant in influencing the culture of the industry and styles of 
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campaigning, the impact of other economic forces on bargaining power was 
nothing like as conclusive. The relative labour intensity of the cotton 
industry in high-income economies made the industries of both the United 
States and Britain ideal candidates for successful campaigns for protection. 
However, since the American industry was more capital intensive than the 
British, this clearly does not explain differences in bargaining power. 
Secondly, lacking a national low labour cost alternative, such as the 
southern states of the United States, it is true that British firms were more 
inclined to undertake foreign direct investment than their United States 
counterparts. Yet there is little evidence that this was sufficient, in the period 
in question, to explain differences in bargaining power.” 

High levels of economic and geographic concentration increase the 
effectiveness of pressure groups. In Britain the cotton industry continued, 
albeit to a somewhat reduced degree, to be concentrated in Lancashire, 
while in the United States the proportion of cotton textile manufacturing 
located in the southern states continued to increase. It has been suggested, 
however, that any collective action in Lancashire was hampered by the 
relatively small scale of firms and by the lasting influence of vertical and 
spatial specialisation, which made it difficult for the industry to speak with 
one voice.’ Yet nothing so simple as differences in economic and 
geographic concentration explain the contrasting bargaining power of 
cotton industry pressure groups on either side of the Atlantic. This is 
because, even though levels of integration were lower in Britain than in the 
United States, concentration ratios in textiles were 44.2 and 34.5 
respectively, making British levels marginally higher. More significantly in 
both cases, these were low relative to such sectors as automobiles, and 
therefore reflected a comparatively limited level of national bargaining 
power.” 

Simple economic analysis clearly cannot explain why the cotton 
interests were so much more effective in influencing government policy in 
the United States than in Britain. Nor are cultural variations, which shaped 
attitudes to import penetration, the whole story. A full appreciation of the 
success or failure of interest groups in moulding government policy is 
dependent upon both the structure of the political system and wider policy 
objectives, both of which are in turn shaped by historical forces." 


IV 


In the United States the political system is decentralised, with power 
divided between the President and Congress. Under this system, the 
majority party in Congress may differ from the Head of State. Its origins can 
be traced back to the early post-revolutionary period. Suspicious of 
concentrations of influence, America's founding fathers sought to divide 
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power within the government and within society, an objective which was 
entrenched in the Constitution. As a consequence, the identity and 
legislative power of individual states was preserved, with control divided 
between federal and state governments. In turn, within the federal 
government, executive power was to rest with the President, whilst 
legislative power was to lie with Congress, as the guardians of state 
interests. Members of Congress, mindful of a desire for re-election, have 
been able to put local interests ahead of national ones. This has meant that 
they have tended to weigh up the likely local consequences of any policy 
initiative and vote accordingly, rather than necessarily along party lines. The 
Seventeenth Amendment of 1913, which required that Senators should be 
elected rather than being the placemen of the state legislatures, inevitably 
reduced the power of interest groups in United States politics, as is 
witnessed by voting patterns on the Smoot Hawley Tariff of 1930.* 
However, the power of the President continued to be moderated by 
Congress with its wide representation, whilst the threat of the presidential 
veto in turn has moderated the influence of Congress." 

There is also a complex committee structure in Congress which 
facilitates the legislative process and further reinforces the power of interest 
groups. In the United States, congressional committees are established by 
the legislature, not the President, so that Congress controls the membership. 
This committee structure means that Congress has had the opportunity of 
filling committees with sympathetic members and has frequently exercised 
this privilege. Inevitably, those members of Congress who served on 
committees exerted most influence on the path of legislation." It is 
interesting, therefore, to note that John Pastore, who chaired the Sub- 
Commitee on Domestic Textiles, was Senator of Rhode Island, whilst the 
first members were the Senators of South Carolina and New Hampshire.* 

In terms of the formulation of foreign commercial policy, the United 
States Constitution divided executive and legislative power between 
President and Congress. Consequently, although presidential influence over 
commercial policy stemmed from responsibility for conducting foreign 
relations, under Article I, Section 8, Congress had the right to regulate 
foreign commerce and to raise duties and taxes." This clear division of 
responsibility continued unti] the 1930s. The President directed foreign 
affairs, whilst taxation, including the raising of tariffs, remained the 
responsibility of Congress. With tariffs viewed essentially as an issue of 
domestic, as opposed to foreign, economic policy in a relatively isolationist 
economy, there was relatively little conflict of interest. 

By authorising the President, for a three-year period, to make tariff 
cutting agreements with other countries, Roosevelt's 1934 Reciprocal Trade 
Act altered this balance. It passed the power to adjust tariffs from Congress 
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to the executive.” This has meant that the President and the State 
Department have been able to take the initiative in formulating foreign 
economic policies, in line with broader strategic foreign policy objectives, 
such as the economic reconstruction of Europe and Japan. However, by 
retaining the right to veto a further three-year extension of this power, 
Congress has continued to monitor the process, giving due consideration to 
such issues as the implications of policy for domestic industry and 
employment? This has meant that any post-war United States’ President 
wishing to make any progress on trade liberalisation has required the 
support of Congress at the very time when the power of the southern bloc 
vote became a major soyrce of political compromise." In addition, the 
continued power of Congress has meant that campaigning commitments by 
potential presidents could not simply be empty promises to win votes. This 
was because, if undertakings were not ratified, congressional support could 
be withdrawn from major initiatives. 

In such an environment, the cotton industry interest groups in the United 
States have been able to exert considerable influence over the political 
process. Moreover, the mergers during the 1940s and 1950s and the 
formation of such giant combines as the Burlington Mills Corporation, M. 
Lowenstein & Sons Inc, J. & P. Stevens and Textron, brought a growing 
unity of economic interest between north and south, which shared the 
damaging effect of import penetration in the 1950s and 1960s.* It proved to 
be a powerful mix, because the managers of the northern-owned southern 
mills were their one-time owners, who retained prominent positions in 
close-knit local elites and hence remained in regular and personal contact 
with Congressmen. So close were the ties between the two groups that, in 
the Second World War, the relationship between southern millowners and 
Democratic congressmen has been likened to incest. Such close ties meant 
that, mindful of their prospects for re-election, Southern Democrats were 
increasingly prepared between the mid-1950s and mid-1970s to abandon 
their historical and partisan allegiance to liberalism and vote in line with 
local interests. This meant that the ACMI’s letter writing campaigns, as 
Table 6 indicates, significantly influenced voting patterns on the renewal of 
the Reciprocal Trade Act in the mid-1950s, a pattern which was reinforced 
during the 1960s.“ 

From the mid-1950s, the political strength of United States cotton 
interests to influence voting patterns was further enhanced by the formation 
of successful alliances with both the clothing and man-made fibres sections 
of the industry, all also located in the southern states. By the early 1960s, on 
the other hand, the ACMI was also able to compel the National Cotton 
Council, an association of previously free trade cotton growers, and the 
Textile Workers of America to join them. The result was a combination of 
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TABLE 6 
VOTING PATTERNS ON MAJOR TRADE LEGISLATION, 1922-62 


————— M M———MÀÀ 
Textile District Textile Employment Vote by Representative 
еее EES 
1922 1930 1955 1962 

Georgla (4th district) 22,830 L L P L 
Georgia (7th district) 24,000 L L P L 

N. Carolina (9th district) 61,700 L L P P 

N. Carolina (10th district) 41,800 L L P P 

N. Carolina (11th District) 39,170 E L P P 

S. Carolina (3rd District) 36,300 L L P L 

S. Carolina (4th District) 51,000 L L P L 


Notes. L — Liberal P — Protection 
Source: R. Baver, L deSolla Pool and L. Dexter, American Business and Public Policy 
(Chicago, IL, 1964), p 360 


sectors and interests which became a formidable political force representing 
the united interests of the declining North with the politically powerful 
south.” 

The threat of the southern bloc vote has, therefore, been a critical 
feature of American trade negotiations in the 1950s and 1960s. Moreover, 
presidents needed the south to get elected in the first place, and the prospect 
of the southern bloc vote against major initiatives, of both strategic and 
electoral importance, was enough to ensure that the cotton interests secured 
major concessions.“ 

Kennedy’s desire for tariff reductions, which culminated in the Trade 
Expansion Act of 1962, stemmed from a wish to neutralise the impact of the 
ЕЕС common external tariff on United States business and agricultural 
interests. To achieve this wider objective, he had to carry the representatives 
of the cotton industry groups with him, a group of 128 congressmen, who, 
throughout the 1950s, had voted as a group against freer trade.” This could 
only be achieved by fulfilling promises made in his electoral Campaign. In 
August 1960, as Democratic nominee, he had published a letter to Governor 
F. Hollings of South Carolina in which he acknowledged the need for an 
industry-wide remedy if rising unemployment was to be avoided in both the 
textile and apparel industries.? This became the foundation of his 1961 
seven-point plan for textiles, which guaranteed the vital support of the 
ACMI for the Trade Expansion Act in 1962.” It was a resolution which 
freed normally protectionist Congressmen to vote for liberalisation. Аз a 
further reward, the cotton industry was faced with below average tariff 
reductions of 25 and 27 per cent respectively on cotton cloth and cotton 
yarn, as compared with the norm of 36 per cent and a maximum of 50 per 
cent." The need to ratify electoral promises made to the textile coalition by 
prospective presidents remained a feature of 1960s and 1970s politics, 
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whether presidents were Democrats or Republicans. Thus, in 1968, in an 
effort to secure the Republican nomination, Nixon promised to stem rising 
flows of textile imports. It was a promise which tied him into lengthy, 
frustrating and costly negotiations with the Japanese over imports of 
synthetics between 1969 and 1971, at the very time he was trying to 
improve US—Japanese relations.” 

From being a marginal, often divided pressure group with a facility for 
lobbying Congress over protection, the United States cotton industry 
therefore emerged as a significant political force, capable of threatening 
major pieces of trade liberalising legislation unless concessions were 
granted. As a result of a combination of differences in the political system, 
structural arrangements in the industry and the wider macroeconomic 
objectives of governments during the 1950s and 1960s, this position simply 
was not replicated in Britain. 

The British parliamentary system is far more centralised than in the 
United States, with power resting firmly with the Prime Minister, who is 
also leader of the government. In addition, the Prime Minister will also be 
the leader of the majority party in the House of Commons, where voting on 
all major policy issues will be along party lines. In Britain, therefore, 
executive and legislative power are united, with the executive dominating 
the legislative process.“ Policy is, therefore made by the Prime Minister and 
the Cabinet and ratified by a parliament in which the government will be the 
majority party. Unlike congressional committees, whose membership may 
be the placemen of Congress, the composition of British Select Committees 
is determined by the executive without favour to local interest groups. 

The system of government in Britain has limited the power of pressure 
groups to block major initiatives. In the twentieth century, the combination 
of centralised political power in a parliamentary system, with the vagaries 
of the timing of British elections, has meant that the impact of local, 
sectional interests has often been relatively limited. With the important 
exceptions of the City of London, with its close-knit networks of contact 
with the Treasury,” or the defence-related industries, with aspirations in 
accordance with government foreign policy, local or industrial interest 
groups have had a relatively marginal influence on economic policy 
formulation . 

With respect to the cotton industry groups, their impact on policy was 
greatest around general elections. This was especially so if the outcome was 
uncertain, as in 1957-58, when there were nine marginal Lancashire 
constituencies and the cotton interests gained some concessions from the 
Conservative government. During the rest of the 1950s, however, although 
first Churchill and then Eden were troubled by the complaints of 
Lancashire's parliamentary candidates, they simply were not a sufficiently 
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large group to be politically significant during the life of the parliament. 
Lancashire was also politically divided, with Liberal MPs maintaining their 
historical support for free trade, especially in towns less affected by the 
coarse imports from the Commonwealth. In the 1958-59 session of the 
Bolton and District Works Managers’ Association, for example, À.F. Holt, 
the Liberal MP for Bolton West, spoke in favour of free trade to a not 
unenthusiastic audience, whose livelihood lay at the finer end of the cotton 
industry.” In addition, it is worth noting that the cultural environment found 
in the southern states of the United States was quite unlike the relations 
which existed in Lancashire between MPs and millowners, where there was 
a considerable cultural divide between the majority in parliament and 
industrialists. 

It was demonstrated in the case of the United States that the merger 
wave of the 1940s and 1950s significantly increased the political 
effectiveness of the cotton interests. In Britain the equivalent merger wave, 
А which restructured the industry along vertical rather than horizontal lines 
and led to a significant rise in concentration, was delayed until the 1960s. 
The wave of amalgamations began in 1963 as a struggle for control of 
Lancashire’s dwindling capacity between the major man-made fibres 
producers, Courtaulds and ICI. Within three years, what remained of the 
cotton industry was in the hands of four combines, Courtaulds, Viyella 
International, English Sewing Cotton and Carrington Dewhurst. Often 
portrayed as a last-ditch attempt to stem the decline of the Lancashire cotton 
industry by radical restructuring,” the amalgamations, which made the 
British cotton industry the most heavily concentrated in the world,” were 
also designed to increase its bargaining power with the government. Indeed, 
Sir Arthur Knight, Deputy Chairman of Courtaulds, admitted that this lay 
behind his company’s acquisition of Fine Spinners & Doublers and the 
Lancashire Cotton Corporation, which he believed were essential if there 
was to be ‘any prospect of influencing government attidudes over 
imports’. 

That the industry, in reality, exerted so little leverage and that tariff 
protection against the Commonwealth was not achieved until 1972 is a 
measure of the textile interests’ limited bargaining power with the 
government, especially as compared with the United States. This was partly 
because the tight ties of ownership between the remnants of the Lancashire 
cotton industry and the combines did not lead to further geographic 
concentration, as had happened in the southern states of the United States. 
Moreover, neither Courtaulds nor Viyella International had their origins in 
Lancashire and their industrial interests were geographically scattered 
within Britain." However, since Lancashire still remained a significant 
home of the remnants of the industry and hence a potential political power- 
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base, this cannot be the whole story. More important in terms of explaining 
differences in bargaining power was the cross-sectoral alliance between the 
United States’ man-made fibre producers and clothing industries and the 
cotton industry to form a formidable coalition of dynamic and declining 
industries. In Britain the man-made fibre producers became prominent 
owners of Lancashire so that this formidable display of collective unity 
between the strong and the weak was missing. 

It is clear that differences in the development of the political systems of 
the United States and Britain meant that the relative power of interest 
groups to bend government policy in their favour varied. It is not, however, 
sufficient to conclude that the limited success of Lancashire's protectionist 
campaigns was entirely the result of a more centralised political system than 
prevailed in the United States. In any event, industries such as defence did 
receive preferential treatment by British governments in this period. It is 
clear, therefore, that differences in the wider economic and political 
objectives of the two governments had differing implications for the two 
industries in this period. 

The United States’ commitment to world trade liberalisation gave 
governments greater flexibility in responding to the demands for 
concessions by the cotton interests than did Britain's commitment to 
Commonwealth. More than anything, it was the centrality of the 
Commonwealth to British macroeconomic policy in the 1950s and 1960s 
which explains why both Tory and Labour governments were reluctant to 
increase the protection of the cotton industry. In the 1950s, therefore, 
Churchill feared that any concessions to Lancashire, especially with respect 
to India, might risk Indian tanff preferences on other British goods. 
Similarly, and perhaps surprisingly, the Labour Party was only slightly more 
amenable to the reversal of the policy on duty-free imports than the Tories, 
though they introduced a blanket surcharge of 10—15 per cent on all imports 
in 1964—66.€ With a commitment to alleviating world poverty it would have 
been politically damaging and deeply contradictory to have introduced a 
tariff specifically against Commonwealth imports.? However, perhaps the 
most important policy impediment to enhanced protection for Lancashire 
against imports from Hong Kong, Pakistan and India was the vital role 
which Commonwealth sterling balances played in British macroeconomic 
policy regarding the sterling area in this period." 

During the Second World War Britain had relied on credits, mainly from 
Empire banks, to purchase imports. These were held in London as sterling 
balances amounting to £3,567m by 1945. By the end of 1957 trade patterns 
within the sterling area meant they had risen to £3,912m, a third of which 
were held by colonial banks, including, of course, those based in Hong 
Kong.“ Any introduction of import restrictions on Commonwealth cotton 
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goods would have provoked a withdrawal of these sterling balances and a 
major sterling crisis, and fundamentally undermined British economic 
policy. It was a constraint for which there was no equivalent in the United 
States, and it effectively meant that the United States position as the 
champion of trade liberalism was a far smaller obstacle to protection of the 
cotton industry than was Britain’s commitment to the Commonwealth. It 
was, therefore, no accident that the introduction of duties on imported 
Commonwealth cotton goods was delayed until 1972, when the sterling area 
ended.“ 

Finally, all campaigns for protection should be placed in the context of 
wider considerations of international economic policy and diplomacy. In the 
world which emerged after 1945 it is impossible to ignore the fact that the 
shift in the international balance of power from Europe, and especially from 
Britain, to the United States was complete and that this had consequences 
for domestic policy formulation in the two countries. The considerable 
international political and economic power of the United States gave 
presidents the option of shifting domestic economic problems into the 
international arena, as Kennedy had done in 1961 and Nixon in 1973. The 
UK’s diminished international prestige after 1945 meant that such actions 
simply were not options open to British administrations. 


V 


Singleton is undoubtedly correct to conclude that international shifts in 
comparative advantage made protection a waste of resources after 1945. 
Yet, despite an international liberalisation of world trade, at the prompting 
of the United States following the Second World War, textile protection has 
remained a fact of life, and nowhere more prominently than in America. 
This was patently not so in Britain, where the political power of Lancashire, 
in reality never that significant, was eroded further after the Second World 
War as the industry declined. British governments, therefore, remained 
relatively unmoved when the objective of Commonwealth development led 
to competition in both foreign and domestic markets. The cotton industry in 
the United States did not reverse its government's commitment to 
internationalism any more than British interests undermined British 
commitment to Commonwealth trade and development However, in 
contrast to the position in Lancashire, American cotton manufacturers were 
able to secure government concessions for the industry and be confident of 
government support when their domestic markets were threatened. 
Moreover, the international standing of the United States meant that its 
government was in a position to influence the direction of international 
agreements for textiles in ways which favoured American cotton interests. 
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In addition, cotton manufacturers could be confident that such agreements 
would be interpreted in the most favourable possible way. 

This analysis of campaigns for protection of the British and United 
States cotton industries since 1945 has confirmed the importance of 
comparing the political and institutional environment surrounding business 
in a number of ways. In the first place, it has shown how critical has been 
the influence of national differences on the development of political 
institutions in shaping the bargaining power of interest groups. In the 
second, implicit in the discussion has been the long-term historical 
implications of institutional development for the cotton industries in Britain 
and the United States. Thus, whereas Lancashire's dramatic expansion had 
been inseparable from the Empire, and especially India, the rise of the 
cotton industry in the United States was just as closely associated with the 
tariff. These trends had profound implications for the two industries in the 
changed world after 1945. It left Lancashire with the legacy of the Ottawa 
Agreements, at a time when British governments were anxious to promote 
Commonwealth development. In the United States, on the other hand, past 
associations with protection continued to work ın the cotton industry's 
favour, despite changing national policies. Finally, differences in the 
institutional environment were among a range of factors which affected the 
structure of the two industries and their ability to survive after 1945. 

It is not intended to suggest that the relative weakness of protection of 
cotton textiles was the only explanation for the demise of cotton 
manufacturing in Lancashire in the late twentieth century. Equally, it should 
not be concluded that there was an economic case for protection. However, 
the relative success of cotton manufacturers in the United States in 
campaigns for protection in the 1950s and 1960s, as compared with their 
Lancashire counterparts, undoubtedly had bearing on their respective 
industrial profiles. Clearly, the prevalence of obsoleté machinery, in 
comparison to the United States, goes some way towards explaining why 
the Lancashire cotton industry declined so rapidly. However, if set 
alongside two decades of inter-war decay and depressing market trends, 
during and after the Second World War, the resistance of British 
governments to pleas for protection represented the final straw.* There was 
simply, as Singleton has shown, little incentive to invest ın productivity 
enhancing technology in a deeply uncertain and depressing market 
environment.” Indeed, it has been argued that European cotton industries 
displayed similar structural and technical weaknesses as Britain in the 
1950s, but were protected and imposed import restrictions which breached 
GATT and allowed for successful modernisation.” 

In the United States, on the other hand, not only had wartime and post- 
war trends been more favourable to the cotton industry than was the case in 
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Britain, but the growing awareness of their political power, especially after 
1960, and relatively high tariff and non-tariff barriers encouraged 
investment by cotton manufacturers. 

It has been suggested that before 1945 the relatively high level of 
protection afforded to American industry generally helped to give it its 
distinctive characteristics of high productivity, capital intensity and 
standardisation.” In the case of the cotton and related textile industries there 
is ample evidence of these characteristics, at least in Massachusetts and the 
southern states. In the post-war period, the enjoyment of relatively high 
levels of protection reinforced these trends. It meant that although the 
United States' tastes became increasingly sophisticated, the size of the 
domestic market allowed continued standardisation Larger and highly 
rationalised mills therefore produced a limited array of fabrics." After 1961 
the combination of still relatively high tariffs and the active use of the LTA 
by successive administrations encouraged a wave of productivity-enhancing 
investment which reinforced existing trends in the industry.” Conversely, it 
was argued by the United States Department of Commerce in the 1960s that 
it was vital that the disruptive effects of unexpected imports be avoided, 
because the psychological effect of being unable to predict market changes 
would reduce levels of investment. 

Ironically, however, the long-term consequences of the protection of the 
American cotton and textile industries may be less encouraging. In the first 
place, productivity enhancement has led to a rise in unemployment during 
the 1970s and 1980s. Moreover, the reinforcement of trends towards 
standardisation have meant that, with the doubling of imports between 1973 
and 1985, many United States firms have looked for overseas markets and 
found it difficult to move over from production-oriented methods to those 
geared towards a range of markets. As a consequence, between 1981 and 
1984 alone there have been 231 plant closures and numerous southern 
towns have become ghost towns.” 

Ironically, the analysis of the implications of differing political 
institutions must also bring into question the notion that Lancashire's 
decline was principally the result of institutional rigidities. Certainly, 
differing historical experience does help to explain why Lancashire's post- 
war decline came earlier and was more precipitous than occurred in the 
United States. However, it was not simply the case (as Lazonick has 
suggested) that varying economic forces had created two industries with 
contrasting organisational and technological structures, and consequently 
differing capacities for change.* There were significant long- and short- 
term differences in the investment environment faced in the United States 
and Britain. In addition, it has been demonstrated that long-term political 
and cultural influences were every bit as important to the formulation of 


148 INSTITUTIONS AND THE EVOLUTION OF MODERN BUSINESS 


business strategy as the legacy of past forms of capitalism. Combined with 
twentieth-century changes in the balance of international power, these 
influences meant that United States cotton manufacturers had greater power 
to mould commercial policy in their favour than was the case for 
Lancashire's cotton interests. 
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Institutional Economics and Business 
History: A Way Forward? 


MARK CASSON 
University of Reading 


The institutional theory of the firm, derived from Coase and developed by 
Williamson and others, has only partially fulfilled its early promise.' It has 
succeeded in explaining where the boundaries of the firm are drawn, but has 
failed to relate these boundaries to what goes on inside the firm. As the firm 
grows and diversifies, its boundaries shift and its internal organisation 
changes. But the sources of this growth, and the consequences for internal 
Organisation, have received little attention so far. It is to address these 
omissions that modern theories of entrepreneurship and organisational 
capabilities have been developed.’ Although these theories are institutional 
too, in a general sense of the word, they are not concerned so exclusively 
with transactions costs as is the Coasian theory of the firm. 

To provide a comprehensive theory of the firm, these different 
approaches must be integrated. Since all the theories are in some sense 
institutional, it is possible to effect the integration without too much 
difficulty. This can be done using the concept of information cost. 
Information costs can be viewed as a generalisation of transaction costs. 
Information costs relate to the costs of collecting, communicating and 
memorising information. They also include the costs of calculation, and the 
costs of forming the judgements required for a decision. Many transaction 
costs are, in fact, information costs, but most information costs are not 
transaction costs. Transaction costs are incurred when other people behave 
in a selfish, dishonest or opportunistic manner. Transaction costs tend to be 
information costs because the rational response to dishonesty is to collect 
more information about the people concerned. Many information costs are 
not transaction costs, however, because a great deal of the information 
collected by the firm is not required to combat dishonesty, but to improve 
overall business strategy instead. For example, transaction costs are 
incurred chiefly in the negotiation and enforcement of contracts, where the 
withholding of relevant information by other people is a serious problem. 
Transactions costs reflect a lack of trust between the people concerned. 
Information costs, by contrast, are incurred chiefly in monitoring 
competitors, in forecasting market demand, and in the appraisal of 
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investment decisions. The costs of collecting the relevant information on 
prices, costs, consumer fashions, and so on, have to be incurred whether 
other people are honest or not. 

Because the theory of information costs is, relatively speaking, still in its 
infancy, it is unfamiliar to many scholars. There is therefore a tendency for 
business historians (and others) to invoke the concept of transaction cost 
when it is really the concept of information cost that they require. It is an 
opportune moment to distinguish more clearly between information costs 
and transaction costs, because the handling of information is receiving 
much more attention from business historians than it did in the past. 
Following pioneering work by Beniger and Yates, a number of symposia 
have appeared.’ 

The concept of information costs is particularly useful to historians in 
three respects. The first is in understanding changes in the internal 
organisation of the firm.* The organisational structure adopted by a given 
firm can be analysed as a rational response to information costs. As 
information costs decline over time, so organisational structures will evolve 
to facilitate a greater use of the cheaper information. The managerial 
division of labour will advance, and more sophisticated structures will 
emerge. The second respect concems the explanation of success and failure 
amongst firms. Entrepreneurs who found firms with the ambition of 
employing others implicitly believe that they have lower information costs 
than those people. The entrepreneurs whose costs really are low will tend to 
be the most successful; their firms will not only survive, but grow faster 
than others’ Low information costs are typically reflected in high 
intelligence, breadth of vision and, above all, in social skills — for most 
commercially sensitive information is obtained through informal contacts 
with people who do not necessarily realise themselves the significance of 
what they have to say. The theory of information costs thereby relates the 
success of the firm to the personal qualities of the entrepreneur. 

Thirdly, information costs are useful in analysing interorganisational 
collaboration. This encompasses both collaboration amongst firms — for 
example, between producers, retailers and brand owners within the 
distribution channel for a product — and collaboration between different 
types of organisation — as when firms, banks and government collaborate in 
promoting an export industry. This third area of application is the main 
focus of this essay. 

Finally, it should be noted that there is not just one way of incorporating 
information costs into economic discourse, but several? The approach 
adopted here is firmly embedded in the ‘rational action’ approach to 
economic modelling.' It is assumed that individuals can value information 
they do not have by forming an expected value of what it would be worth if 
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they had it. This expected value is calculated using subjective probabilities 
of what the information might turn out to be. The value of the information 
derives from the fact that better decisions can be made with the information 
than without it, so that fewer mistakes will be made. 

Because information is costly, it does not follow that all the information 
required for a perfect decision will be collected; on the contrary, some 
information will normally be ignored. Information is collected by a rational 
individual only so long as its expected value exceeds its cost. It is the 
outcome of this decision that determines what information is collected, and 
by whom. Such decisions, when applied to different information Sources, 
determine the organisational structure used to process the information. 

This approach makes no concessions to those writers, like Simon and 
Williamson,! who subsume information cost under "bounded rationality'. 
Boundedly rational behaviour, according to the view presented here, is best 
understood as a rational response to information costs, and not as an 
irrational response to a degree of complexity with which people simply 
cannot cope. The 'rational action' approach suggests that the incidence of 
bounded rationality varies according to magnitude of information costs. 
When information costs are high, behaviour is boundedly rational because 
it is rational to economise on information by risking more mistakes, and 
when information costs are low, behaviour is less boundedly rational 
because it is rational to make greater use of information, so that fewer 
mistakes are made. These propositions differentiate the ‘rational action’ 
approach from the more usual approach, which tends to invoke bounded 
rationality as an ad hoc explanation of behaviour whenever the argument 


appears to require it. 


II 


The theory of information costs offers a vision of the economy as a 
cybernetic system. This vision counterbalances the more conventional view 
of the economy as a system of material flow. The focus is on the handling 
of the abstract commodity of information, rather than on the handling of 
physical commodities themselves. 

This vision is inspired by the work of Hayek, Richardson and 
Marschak.’ Although each of these writers has a different emphasis, they all 
perceive economic institutions as mechanisms for allocating decision- 
making responsibilities and for structuring information flow. They interpret 
the pattern of institutions existing at any given time as a rational response 
to the social need to economise on information costs. As information costs 
change, so does the institutional structure of the economy. In particular, as 
technological progress drives down communication costs over longer 
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distances, so institutions adapt by increasing the geographical scope of their 
activities. This institutional evolution, in its turn, supports a higher level of 
economic development. 

The role of information in the co-ordination of economic activities was 
first emphasised by Hayek, who explained how the market system 
motivates entrepreneurs to search out information for their private use. This 
information is then communicated to other people indirectly in the form of 
price quotations. In this way everyone becomes aware of the relative 
scarcities of different products. Each individual who scans price 
information therefore receives sufficient guidance to make decisions which 
are in harmony with those of other people. 

Richardson too emphasised the importance of information to the co- 
ordination process. He was concerned with the general issue of how a 
complex economic system is co-ordinated, and in particular with the co- 
ordination of individual investment plans in related activities. He showed 
how informal structures of inter-firm collaboration may emerge to fill the 
gaps in knowledge flow that would otherwise distort the decisions of firms. 
The application of Richardson's ideas to business strategy has recently been 
elaborated by Kay." 

It was not until Marschak, however, that a systematic account of the role 
of information in the economy was provided. Marschak approached 
information from a decision theory perspective. This is very useful, because 
‘economic man’ is basically ‘man the decision-maker’. Thus a full analysis 
of the role of economic information must consider the impact of information 
on decisions of every kind. This perspective emphasises the economic value 
of information. Better information leads to better decisions, on account of 
both better individual judgement and better co-ordination of different 
individual decisions. Better decisions lead, in turn, to better use of 
resources, and hence to higher social welfare. 

The vision of the economy as an information system is in sharp contrast 
to the materialistic vision of the economy found in standard economic 
textbooks. A typical textbook summarises the economy in terms of a ‘wheel 
of wealth’ (or ‘wheel of income’), in which households supply factors of 
production to firms, who use them to produce goods which households 
themselves consume." Markets co-ordinate the flows of factors from 
households to firms and the flows of products from firms to households. 

This account is a travesty of the way that the economy actually works. 
It equates the firm with a producer, ignoring the fact that many firms are 
actually responsible for the organisation of the market process itself." Firms 
create markets by innovating new products. They engage in arbitrage and 
speculation, integrating markets over space and time. Retailers and 
wholesalers hold inventories which help to buffer fluctuations in supply and 
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demand. Advertising agencies help to disseminate information on product 
quality. Banks handle specialised information on the debts that are created 
when payments cannot be fully synchronised with the delivery of products. 
A simple way of summarising these points is to Say that firms are 
specialised intermediators. In a very general sense firms intermediate 
between households as factor owners and households as consumers. 

The materialistic view of the economy suggests that the essence of 
intermediation 1s production. It is the need to combine different factor 
inputs in given proportions, and in quantities sufficient to exploit economies 
of scale, that calls for intermediation by the firm. The cybernetic vision of 
the economy suggests that the essence of intermediation is the organisation 
of trade instead. This type of intermediation 1s effected by market-making 
firms. Trade requires people to make contact with each Other, to 
communicate their wants, and explain what they offer in return, to negotiate 
a price and to monitor the fulfilment of their contracts. The costs of these 
activities can be reduced through intermediation. Market-making 
intermediation 15 thus а value-adding activity; indeed, it is one of the most 
important sources of added value in the entire economy. 

The link between intermediation and information costs is very simple. 
Intermediators take responsibility for handling much of the information 
flow that is needed to make the economy work. They are specialised bearers 
of information costs. It is their decisions on how to structure information 
flow that governs the efficiency with which the economy operates. 
Competition between intermediators tend to select in favour of those who 
are most successful at minimising information costs whilst maintaining an 
adequate quality of decision making. It is these firms that grow most 
quickly. Their success resides in the owner’s flair for spotting opportunities 
for intermediation, and the owner's skill in choosing an appropriate 
organisational structure. 


III 


The market-making intermediator improves communications between 
buyers and sellers by acting as a hub. Five key tasks of a market-making 
intermediator are listed in Table 1. All five tasks incur information costs, but 
only two of them — negotiation and enforcement — involve transactions costs 
in the sense defined above. In the other three cases the over-riding concern 
is that information is accurately recorded, and is stored and retrieved in an 
efficient way. The search function requires the intermediator to elicit the 
names and addresses of potential customers through advertising; the 
specification function requires him to carry out market research to ensure 
that the product specification matches customer requirements; and the 
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TABLE 1 
THE PRINCIPAL TASK OF A MARKET-MAKING INTERMEDIATOR 
Need to 
assure 
Market-making quality of 
activity Obstacles to transaction Intermedistor's task information 
и ———————————— 
Ex ante 
1 Search No contact between buyer Take mitiative in secking out No 
and seller buyer and sellers. Advertisement 
2. Specification No knowledge of reciprocal Publish catalogues and brochures No 
wants Arrange retailer displays, etc 
3. Negotiation Мо agreement over price Take bard line to simplify Yes 
negotiation process. Build 
reputation for competitive prices 
Ex post 
4 Completion No comcidence over place Inventory holding. Planning of No 
and time of delivery logistic of delivery to households 
or business premises. 
5 Enforcement No confidence that goods Monitor suppliers. Monitor Yes 


or that restitution will be through brand name. Require 
made for default on payment buyers to pay in advance and pay 
or delivery suppliers 1n arrears. 


Source: Adapted from М.С. Casson, The Entrepreneur: An Economic Theory (Oxford, 1982) 


completion function requires that deliveries to customers are optimised with 
respect to packing procedures and vehicle routes. 

If intermediation is so important, why has it been so neglected? The key 
lies in the abstract nature of information. There are two related aspects of 
this. First, information handling has few physical manifestations, and so 
leaves little evidence behind. There is not much to observe when a person 
is thinking, and it is therefore easy to dismiss the communication of 
information through conversation as a purely social activity. In fact, though, 
the handling of information is of vital strategic significance, because 
without the collection of information most decisions would be seriously 
wrong. Even when information is collected there is a risk of error, but the 
risk is lower than it would be if no information had been collected at all. 

By contrast to information handling, the handling of material product 
can generate dramatic effects. In the medieval economy the role of the 
intermediator was fairly clear: the colourful novelties of the market-place 
focused attention on the role of the merchant in transporting goods from 
distant and exotic locations. But with the coming of the industrial 
revolution, transportation became much easier and attention switched to the 
process of production itself. The blast furnaces that lit up the night sky 
encouraged the belief that the accumulation of fixed capital now held the 
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key to economic success. The accumulation of information, particularly 
about export opportunities, was no less important, but was almost entirely 
ignored by commentators of the day. As a result, economists of the 
nineteenth century became fixated with production instead of market- 
making intermediation and with the flow of materials rather than the flow 
of information. It was a view of the economy that fitted, in a superficial Way, 
the scientific materialism of the age. 

The second aspect of information that accounts for the neglect of 
market-making intermediation is the popular view that information is a free 
good. The principal cost of gathering information is the opportunity cost of 
the time spent in investigation. Since no expenditure of materials is 
involved, information appears to be costless to the uninitiated. Likewise, the 
communication of information seems to be practically costless too. Even 
with long-distance communication, public access to posts, telegraphs and 
telephones means that the communication costs are likely to be quite small. 
The importance of face-to-face meetings for the communication of tacit 
information, and the consequent opportunity costs of travel, are easily 
ignored. 


This ignores the fact that if intermediation were purely a question of 
monopoly rent then in the long run payments to intermediators would be 
eliminated by competition. In practice, long-run payments for 
intermediation are quite high, and often exceed the cost of production. This 
reflects the fact that intermediation involves significant resource costs and 
is a major component of the service sector of the economy. 


IV 


In the absence of intermediation it is difficult for any trade to take place. 
Trade is set up by contact between a buyer and seller, as illustrated in Figure 
l. The physical flow of product is indicated by the thick black line 
connecting the two square boxes. At the top of the figure the left-hand box 
represents the muscle power of the worker, W, and the right-hand box the 
physical consumption of the product, C. The thin line represents the flow of 
information between the worker and the consumer. In contrast to the flow 
of product, which proceeds in one direction only, the flow of information is 
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_ FIGURE 1 
A SIMPLE PATTERN OF INTERMEDIATION 





a two-way affair. To distinguish clearly between the roles of individuals as 
decision makers and as physical agents, their mental activities are 
represented by circles instead of squares. The thin lines of information flow 
connect the circles and the thick lines of material flow connect the squares. 

The top part of the figure shows that in the absence of intermediation 
workers and consumers would have to deal directly with each other. The 
intermediation shown at the bottom of the figure helps trade to proceed 
more easily. The producer, P, intermediates by hiring workers, and then 
passes on the product to a retailer, R, who distributes it to the consumer. 
There are, however, certain limitations of this arrangement, which explain 
why only variants of it are normally observed in practice. 

The first point is that neither of the intermediators is fully specialised in 
handling just information. A typical role for a pure information specialist 1s 
illustrated in the top part of Figure 2. The market is set up by the 
entrepreneurial brand owner, N, who has carried out market research and 
designed a product which he believes custorners will prefer to established 
alternatives. The brand owner is essentially a specialist in the search and 
specification functions described above. He also handles information at 
higher level of aggregation than other people, as described below. 

The brand owner sub-contracts production to the producer, P; he buys 
the product from P at a pre-determined price and sells it to the retailer, R, at 
a recommended retail price less a discount. He advertises the recommended 
price, along with the desirable product characteristics, to the customers, C. 
By buying from the producer and re-selling to the retailer he ensures that 
adequate supplies are always available to meet demand. Whilst the producer 
intermediates between the worker and the retailer, and the retailer 
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FIGURE 2 
MORE COMPLEX PATTERNS OF INTERMEDIATION 





Workers Producer Rotallers Consumers 


intermediates between the producer and the final customer, the brand owner, 
by intermediating between the producer and the retailer, co-ordinates the 
entire distribution channel linking the worker to the final consumer. 

This contractual arrangement allows the brand owner to extract 
entrepreneurial rent from his product innovation without getting involved in 
handling the product at all. The rent is equal to the excess of the discounted 
price which the retailer pays over the price that the producer receives for his 
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output. It introduces a further stage into the intermediation of information 
flow, but not into the physical flow of the product. 

This additional stage of intermediation facilitates the input of additional 
information by the brand owner. The additional information is more general 
and more long term than the information handled by the producer and the 
retailer. The brand owner is not concerned, as the retailer 1s, with the 
identity of individual customers, nor with their demand for the product at 
any particular point of time. His geographical focus is wider too. This is 
illustrated in the lower part of Figure 2, where the brand owner 
intermediates between different local retailers on the one hand and the 
producer on the other. This configuration is common wherever there are 
significant economies of scale in production at the plant level, and the 
product is easy to transport. If, in addition, information is easy to 
communicate over long distances then the brand owner may broadcast 
information on the product nationally or internationally, encouraging people 
to inspect the product and take delivery through regional or local retailers. 
This is illustrated in the figure by the information radiating out from N to 
all the customers, C. Note also that the market areas of the retailers overlap 
at the margin. Setting recommended retail prices helps the brand owner to 
prevent the dissipation of his monopoly rents through price competition 
between the retailers. He needs to ensure that competition between R1 and 
R2 for the custom of C12 and C21 does not reduce the price too far below 
the maximum that C11 and C22, who are captive customers of their 
respective retailers, are willing to pay. 


V 


The second limitation of the structure shown in Figure ] 1s that distribution 
of the product involves only a single stage. But, just as manufacturing can 
be broken down into successive physical stages, 50 distribution can be 
broken down into several stages too. The top part of Figure 3 shows how the 
export of a product involves transhipment at two ports — indeed, the 
sequence would be even more elaborate if land transport to and from the 
ports were shown, together with the voyage of the ship. Intermediation 
between successive stages of overseas distribution has a long tradition in 
international trade. A typical arrangement, involving both an export 
merchant and an import merchant, is shown in the figure. These merchants, 
like the brand owner discussed above, do not actually handle the product. 
What they handle are claims to the product. They negotiate the prices of the 
claims and do their best to see that the claims they hold are fully enforced. 

The figure illustrates the important point that multi-stage distribution 
leads to multi-stage intermediation by market makers too. This point is of 
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considerable significance for the analysis of vertical integration. For it 
shows that vertical integration applies not only to multi-stage material flow, 
but to multi-stage information flow as well. Vertical integration of 
information flow has specific implications. Suppose, for example, that the 
intermediators X and M in Figure 3 merged to form a vertically integrated 
multinational trading firm. In the course of distribution the product would 
pass through a sequence of independently owned physical facilities whilst 
still remaining under the effective control of the multinational firm. The 
process would begin with production being subcontracted to the 
independent producer, P. P's output would then be passed on to an 
independently owned warehouse at the exporting port, H1. Following its 
voyage, it would be collected from another independently owned warehouse 
in the importing country, H2, for delivery to the independent foreign 
retailer, R, for sale to the final customer. Throughout its transit from the 
factory to the shop the product would remain the property of the 
multinational firm, even though all the premises that it passed through were 
independently owned. 


FIGURE 3 
INTERMEDIATION IN INTERNATIONAL TRADE 





The final limitation that needs to be addressed is the implicit assumption 
that each stage of intermediation is dominated by a single firm. This need 
not, of course, be the case. Competition between intermediators is certainly 
possible, although it often takes the form of oligopolistic competition, in 
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which each intermediator enjoys the loyalty of a significant proportion of 
total customers. Alternatively, it takes the form of monopolistic competition 
in which each intermediator either trades in a different variety of product or 
offers a distinctive quality of service. In such cases, ‘the market’ often 
refers, in common parlance, to the set of competing intermediators. The 
market does not signify an impersonal collection of buyers and sellers 
trading directly with each other, as suggested by conventional economic 
theory, but rather a collection of intermediating firms instead. 

The role of competition in an export market is illustrated in the lower 
part of Figure 3. There are two export merchants in country 1 (on the left) 
and two import merchants in country 2 (on the right). Each importer is 
prepared to deal with either exporter. Each exporter is in turn willing to 
procure output from either of the producers, P1, P2. Likewise, each importer 
is willing to deal with either of the retailers, R1, R2. Between them the 
competing export and import merchants constitute the ‘market’, as 
considered from an institutional point of view. Each side of the market 
derives some reassurance over the price demanded by the other side from 
the fact that those on the other side are competing with each other. 


VI 


The fact that the intermediating firms compete for custom does not mean 
that they do not share a common interest as well. For example, the retailers 
who compete on the high street of one town have a common interest 1n 
promoting that town as а shopping centre, in competition with neighbouring 
towns. Indeed, the more intensively they compete, the lower their prices are 
likely to be, and the more they stand to gain from advertising that fact to a 
wider population. The greater the intensity of competition in selling to 
people once they arrive in town, the greater the gains from co-operation in 
getting them to come there in the first place. Conversely, although 
individual shopkeepers in one town have little to fear from individual 
shopkeepers in another town, each may nevertheless join with its local 
competitors to advertise against the firms in the other town. Everyone co- 


operates with their closest rivals in order to compete more effectively as a 


up. 

Special co-operative bodies, such as industry trade associations and local 
industrial development councils, often emerge for such purposes. These 
bodies ‘intermediate’ between the intermediators. ‘They represent a higher 
level of intermediation than do the ordinary firms that belong to these 
associations. Another example of group interest amongst intermediators is 
the establishment of a code of practice under which local trade takes place. 
Each town may have its own ‘rules of the game’ where competition is 


INSTITUTIONAL ECONOMICS AND BUSINESS HISTORY 163 


concerned. There may even be a special building where these rules prevail." 
In this case the market may become a distinct spatial and architectural entity. 

Local self-regulation is particularly noticeable in financial markets. 
Each market attempts to create a reputation for integrity, confidentiality, 
liquidity, and so on. Competing intermediators co-operate to promote the 
interests of their market, and, indeed, may agree to promote the intensity of 
competition between them as their chief selling point. The more frequently 
they co-operate, the stronger the social ties between them become. The City 
of London, for example, transacts impersonal global business through 
highly personal connections between specialist intermediators who not only 
know each other personally, but belong to the same clubs, and in some Cases 
went to the same school as well.” 

Intermediators can also make common cause in obtaining special 
privileges. One of the main problems in liberalising services under recent 
GATT rounds was the difficulty of overcoming lobbying by local 
intermediators fearful of seeing their markets being taken over by more 
professional foreign firms. Indeed, because of their skills in handling 
information, intermediators are likely to be particularly effective in 
defending their collective interests against outside competition. It is surely 
no accident that intermediators such as shopkeepers and estate agents are so 
strongly represented on town councils and other bodies that regulate local 
affairs. 


VII 


Intermediation is a very general principle which can manifest itself in many 
different forms. For example, a government may be thought of as an 
intermediator between its citizens, supplying defence, law and order, and 
other ‘public goods’ through state organisations. 

Forms of intermediation differ according to the kind of information in 
which they deal. A core activity of government is the collection of military 
intelligence on the policies of rival states. It also requires a police force and 
Judiciary to investigate crimes within its territory, and to convict the 
perpetrators. Governments therefore tend to specialise in handling highly 
confidential information — their aim is to discover other people's secrets 
without them being aware of the fact. This form of specialisation leads to a 
distinctive culture of secrecy in government bureaucracies. 

Ordinary firms, by contrast, concentrate on collecting commercial 
information. Here, too, there is an element of secrecy, but the secrecy lies 
rather in the identification of an opportunity for intermediation than in the 
way in which it is implemented or exploited. Firms normally disseminate 
much more information than do governments because they must advertise 


164 INSTITUTIONS AND THE EVOLUTION OF MODERN BUSINESS 


their product and keep in regular contact with their customers and suppliers. 

Despite these differences, however, institutions of different types still 
have a lot in common. In general, intermediators are people or institutions 
with high reputation who intermediate between those with less reputation 
than themselves. Intermediators need a reputation for integrity because they 
do their work by allowing other people to place their trust in them when, for 
whatever reason, they cannot really trust other people instead. 

Some co-ordination tasks are so complex that different types of 
intermediator must join forces to deal with them. The challenge of rapid 
economic development — through ‘catch up’ industrialisation, for example 
— often throws up challenges of this kind. Infant industry protection is a case 
in point. This frequently leads to firms and governments interacting closely 
to implement an interventionist industrial policy." 

The lower part of Figure 3, previously described, illustrates a situation 
where the governments of both exporting and importing countries have 
intervened in trade. The government of country 2. G2, has decided, in 
response to pressure from domestic industry, to protect local producers by 
levying duties at the port of entry, H2. This raises the effective price that the 
import merchants, M1, M2, are obliged to pay. This in turn reduces the 
prices they are willing to offer to the export merchants, X1, X2. The 
government of country 1, G1, is concerned, however, that falling exports 
may lead to higher unemployment, and a consequent increase in the social 
security bill. The government, Gl, therefore intervenes to offer export 
subsidies at the port, H1. This encourages the export merchants, X1, X2, to 
accept the lower prices offered by M1 and M2. The result of this is a net 
transfer of income from the government in country 1 to the government in 
country 2, but little change in the level of trade. Government G1 may then 
approach government G2 with a view to negotiating a reduction in the tariff, 
in return, perhaps, for some concession on another issue. 

The government-industry interactions are illustrated in the figure by the 
lines connecting X1 and X2 to Gl, and by the lines connecting M1 and M2 
to G2. Intergovernmental interactions are indicated by the line connecting 
G1 and G2. These lines represent the flows of information generated by a 
division of labour in intermediation between different kinds of institution. 

Another aspect of the division of labour in intermediation concerns the 
use of currency to simplify transactions. Currency, in the form of circulating 
note and coin, allows people to trade without a 'double coincidence of 
wants'. The homogeneity of currency promotes the use of deposits held 
with clearing banks. Jt also encourages the growth of foreign exchange 
banking to support international trade. The role of banks in international 
trade is illustrated in Figure 4. The figure illustrates a two-way material 
flow, with exports from country 1, produced by P] and retailed by R1, being 
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exchanged for imports from country 2, produced by P2 and retailed by R2. 
The exports and imports are not directly bartered. Instead, currency is used 
as a medium of exchange. A variety of arrangements 1s possible. In one of 
the simplest, foreign exchange earned by the exporting merchant in country 
1, X1, is recycled through the bank, B1, to the importer, M2, who uses it to 
pay for imports from country 2. The exporter in country 2, X2, deposits his 
funds with the bank, B2, who passes them on to the importer, M1, who then 
uses them to pay the exporter in country 1. The flows of information 
required to support these currency transactions are indicated in the figure by 
the lines connecting B1 to X1 and M2, and B2 to M1 and X2. 


FIGURE 4 
ROLE OF BANKS IN INTERNATIONAL TRADE 





The importance of intermediation by merchants and entrepreneurs has been 
recognised by neo-Austrian economists such as Kirzner, but what is lacking 
in their treatment of it is any theory of the organisation of the firm." Neo- 
Austrians believe that the ability to intermediate is fairly widespread 
whereas it seems that, as Schumpeter suggested, the number of people who 
can intermediate successfully is strictly limited." This is certainly true of the 
pure intermediation exemplified by N in Figure 2 above. The pure 
intermediator requires not only the ability to recognise a market 
opportunity, but the competence and integrity to exploit it fully. Pure 
intermediation, such as the management of a brand, is a very information- 
intensive activity. 

The amount of information that an intermediator needs to handle 
depends crucially upon the volatility of the market environment in which he 
operates." Furthermore, the pattern of this volatility affects the structure of 
his organisation in significant ways. The more independent sources of 
volatility that there are, the wider the range of information that must be 
synthesised before a decision is taken. The amount of information often 
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exceeds the capability of a single person. To intermediate efficiently it is 
necessary to create a division of labour in information handling and to 
structure the flow of information within the system.” The intermediator, in 
other words, requires an organisation. 

General information may be handled by one group of people and 
specific information by another. Those who handle specific information 
may be asked to report unusual information to those who handle general 
information, in case this unusual information is a symptom of a general 
change. Some people may specialise in handling information using routines, 
whilst others may specialise in improvisation. Routines work best where a 
high proportion of the situations that arise belong to a small number of 
regularly recurring types. Improvisation is most appropriate in the opposite 
case, where each situation is unprecedented and unique.” 

Communication costs impose a tax on an interpersonal division of 
labour in the synthesis of information. The higher internal communication 
costs are, the lower the degree of specialisation will be. Steps can, of course, 
be taken to reduce communication costs; for example, by establishing a 
common language and common culture within the firm. Such standard- 
isation reduces the marginal cost of communication, though against this 
must be set the fixed costs of creating the standards in the first place. 

Communication costs affect the way that information is synthesised as 
well. Some information is particularly costly to communicate because it is 
‘tacit’ information which cannot be properly understood unless the context 
is clear” If the context is unclear then a lot of effort must be made to explain 
it. It is therefore advantageous, in most organisations, to specialise authority 
on the person who collects the most tacit information, since this affords the 
greatest savings in communication costs. 

Within any organisation the most tacit information is likely to come 
from external sources. Internal sources are more likely to generate explicit 
information. The information generated by internal specialists is therefore 
more likely to be explicit than the information generated by the person 
responsible for scanning the external environment. This suggests that an 
efficient organisation involves internal specialists reporting information to, 
and taking orders from, the person who handles the external relations of the 
firm. This authority relation creates a hierarchical structure in which the 
executives report information to a superior who hands down orders which 
incorporate his own tacit information on the environment of the firm.” 

No intermediator can stick to the same organisational structure for ever, 
though. As new market opportunities emerge, so old ones disappear, this is 
part of the ‘creative destruction’ effected by innovation. If a firm is to 
survive it must continue to monitor its external environment for changes 
affecting the market as a whole. These changes are only intermittent, of 
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course, but when they occur they are often large, and have profound 
implications for the firm. They may suggest diversifying into new markets, 
Or quitting declining markets and ‘refocusing’ on other areas instead. An 
entrepreneur cannot afford to monitor such changes continuously, but he 
cannot afford to neglect them either. The key to the continued growth of the 
firm is a commitment to monitor persistent changes on a regular basis and 
to restructure the organisation when required so that the procedures are 
adapted to new circumstances. An ‘inward looking attitude’ and an 
excessive respect for the traditional way of doing things are inimical to 
continued success. 

It is not only external shocks that create a need to change the 
Organisational structure of the firm. As a firm grows by exploiting a given 
market opportunity more thoroughly (for example, over a wider 
geographical area), so the founder is likely to become increasingly 
overwhelmed by detail. For example, he may have begun by cultivating key 
customers, only to discover that they have recommended him to sO many 
other people that he can no longer provide the personal service that his 
initial customers valued so much. Only by delegation can the organisation 
grow. But delegation poses problems to those not well versed in the 
principles of organisational design. It is difficult to define new jobs, to 
select appropriate people, and to know how much trust to place in them. 
Delegation is particularly difficult for autocrats and, in larger firms, for 
those who favour a 'familistic' style of management. 

The implication is that successful firms must grow by achieving an 
appropriate balance between flexibility and routine. Detail is routinised as 
far as possible, but there is freedom to improvise as well. As the firm grows, 
and as its environment evolves, so its organisational structure must change. 
In the early stages of growth, this means replacing improvisation with 
routine. In the later stages of growth it means avoiding over-centralised and 
autocratic management, and adopting a consultative style instead. A large 
and diversified firm is subject to so many changes in different persistent 
factors that one chief executive cannot expect to monitor them all, and so he 
must share this responsibility with other members of the management team. 


X 


The theory of information costs has implications for all fields of business 
history. It suggests that firms are founded by entrepreneurs who have a 
comparative advantage in handling certain kinds of information, which 
enables them to identify new opportunities for intermediation. As the firm 
grows the founder must develop new organisational skills, or hire managers 
who have them. If he does neither then he must step aside and sell out to 
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new owners instead. Organisational renewal is a feature of all successful 
firms. It is a regular, though not continuous process. It consists in updating 
organisational structures in response to the general growth of the firm, and 
to intermittent changes in its environment. 

The focus on intermediation rather than production means that the 
theory is well adapted to analysing the organisation and growth of firms in 
the service industry. The control of information is vital in sectors such as 
transportation, retailing and banking. A focus on information rather than 
material flow helps to explain the contribution of the telegraph to the 
development of railways, the contribution of the postal service and the 
telephone to mail-order retailing, and the contribution of electronic 
databases to banking. 

The emphasis on information also helps to explain the paradox of so- 
called ‘hollow firms’, which carry out no production of their own, but 
merely engage in trade. Such were the chartered trading companies of the 
seventeenth and eighteenth centuries and the managing agencies of the 
nineteenth century.” The entire rationale of these firms resides in their 
ability to minimise information costs; to analyse them solely in terms of 
transaction costs inevitably generates a highly distorted view. 

Perhaps the most striking application of the theory of information costs, 
however, lies in the interpretation of changes in the pattern of 
intermediation over time. There is a large descriptive literature in both 
business history and economic history which tracks changes in patterns of 
intermediation over time. Market-making intermediation has developed 
from self-employed merchants who attended periodic local fairs and 
markets, through regulated trading companies, chartered trading companies 
and free-standing foreign investment companies to the major multinationals 
of modern times.” Important milestones in this process have been the 
consolidation of European merchant networks and trade diaspora in the 
seventeenth century, the emergence of urban shopping centres in the 
eighteenth century, the evolution of regional networks of middlemen 
supporting the factory system in the nineteenth century, and the movement 
towards vertical integration of mass marketing and mass production around 
the tum of the twentieth century. ^ Each transition has been charted and 
interpreted by a particular school of historians, but few have attempted to 
analyse all these transitions using the same conceptual scheme. It may be 
suggested (it would be premature to claim more) that the insights into 
intermediation offered by the information cost approach may help to 
provide a systematic account of this phenomenon. 

The basic idea is that changes in the organisation of trade are driven by 
changes in the pattern of intermediation, and that these changes in turn 
represent a rational response to changes in information costs. From a long- 
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run perspective two particular trends in information costs are relevant: a 
general decline in information costs as a whole, and a specific decline in the 
distance-related component of information cost. The first of these has 
promoted a general growth in the amount of information that is brought to 
bear on economic co-ordination. It has induced a more sophisticated 
division of labour in information processing which is associated with a more 
Sophisticated pattern of intermediation. In particular, falling costs of search 
and specification have increased the number of different varieties of 
differentiated products that can be traded, and this has increased the number 
of market niches that intermediators can occupy. At the same time, the 
decline in the distance-related component of information costs has induced 
geographical rationalisation in intermediation, so that fewer intermediators 
occupy any given product niche. Each intermediator serves a wider market 
area than before. The decline in distance-related information costs has other 
implications for intermediation, such as the increasing agglomeration of 
intermediation in just a few metropolitan cities, regions or conurbations 
where information on many different subjects from many different sources 
can be readily combined (an early example of this trend is business 
networking in seventeenth-century Amsterdam"). 

Superimposed upon these general changes have been other changes 
specific to particular industries. When an industry is new, the technology is 
experimental, and the market is growing through word-of-mouth diffusion, 
information costs tend to be relatively high. There is considerable demand 
for intermediation, but no single intermediator possesses a ‘big picture’ of 
the industry as a whole. Intermediators therefore have to deal with other 
intermediators who know about parts of the industry that they do not. At this 
early stage of the industry life cycle, the product may have to pass through 
the hands of many intermediators on its way to the final customer, and many 
margins may therefore be added to the cost to arrive at the final price. But 
as the industry matures, so technology standardises and information diffuses 
between the intermediators in the industry. The standardisation of 
technology affords an opportunity for driving down cost through economies 
of scale in production. These economies can be reinforced by economies of 
scale in marketing too. 

To make the product really cheap, and expand the market to its 
maximum size, it is necessary to eliminate the multiplicity of 
intermediation. This process is assisted by the diffusion of information, 
which allows one set of intermediators to acquire enough knowledge of 
other parts of the industry to take over the work of other intermediators as 
well. Upstream intermediators may attempt to take over downstream 
intermediators, whilst the downstream intermediators may counter with 
takeover bids of their own. The intermediators who possess the scarcest 


170 INSTITUTIONS AND THE EVOLUTION OF MODERN BUSINESS 


knowledge — knowledge that does not readily diffuse — will tend to win. 
They will rationalise the industry by reducing the number of independent 
stages of intermediation, producing a ‘leaner’ structure in the production 
and distribution channel. By this stage the organisation of the industry has 
become mature. 

The testing, and subsequent refinement, of these hypotheses provides à 
substantial agenda for historical research. Although the uniqueness of 
historical circumstances will always confound the generalisations deduced 
from any theoretical scheme, the scheme proposed here should be 
sufficiently flexible to accommodate many of the unexpected results thrown 
up by archival work. The concept of information costs is an extremely 
parsimonious one, and can be refined in several ways. The schematic 
diagrams are also a very flexible tool of analysis, and can be adapted to 
analyse a wide range of different historical circumstances. 


NOTES 
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Abstracts 


Transaction Costs and the Theory of the Firm: The Scope and 
Limitations of the New Institutional Approach, by S.R.H. Jones 


The new institutional approach to the theory of the firm represents a 
welcome advance over neoclassical theory in that, instead of treating the 
firm merely as a device to explain equilibrium under different market 
structures, it delves into the workings of the firm in an effort to understand 
why enterprises undertake the activities they do and how they grow over 
time. The theoretical framework for much of the new approach was 
developed by Oliver Williamson, who argued that firms evolved not 
because of technological non-separabilities but to economise on transaction 
costs. The object of this essay is to demonstrate that Williamson’s 
comparative static methodology is ill-suited to explaining how firms 
actually evolve. It argues that far greater insights are provided by capability- 
or resource-based theories of the firm, which combine the concepts of 
transaction costs and firm-specific advantage in order to show that the 
boundaries of the firm are in fact determined by the non-separability and 
tacit nature of knowledge that lies at the heart of every enterprise. 


Complexity, Community Structure and Competitive Advantage within 
the Yorkshire Woollen Industry, c.1700—1850, by S.A. Caunce 


The Yorkshire wool textile area was a classic dynamic industrial district 
between 1700 and 1850. It played a full part in the development of the new 
technology associated with the industrial revolution, but this was only one 
clement in the wresting of competitive advantage from the traditional 
leaders of the industry in England. The woollen sector in particular showed 
strong continuity with the past in its business structures and institutional 
framework, and this helped to get communities to push for change rather 
than fighting it. Moreover, West Yorkshire had an extremely complex 
economy which, in conjunction with an open and varied social structure, 
created the ideal landscape for evolutionary processes to work themselves 
out. It is also argued that this complexity allowed the links between clothiers 
and merchants to act as information processing systems analogous to neural 
networks, and that they were capable of generating apparently intelligent 
Strategic action at the system level without requiring central control or 
deliberate co-ordination. 


This essay uses ideas drawn from institutional and evolutionary economics to 
explore three different approaches to the organisation of insurance operations 
in Britain since the eighteenth century: the market-based approach used by 
Lloyd's; the hierarchical approach developed by insurance companies from the 
nineteenth century; and the ‘direct’ approach introduced in the last few years. 
It argues that these ideas open up the ‘black box’ of internal Operation to 
economic analysis and relate these to broader strategic change in the business, 
thus providing a better understanding of its long-term developments by 
showing how technological innovations have resolved previously intractable 
difficulties that have channelled the direction of organisational change. 


Consultancies, Institutions and the Diffusion of Taylorism in Britain, 
Germany and France, 1920s to 1950s, by Matthias Kipping 


This essay compares and analyses the evolution of Taylorist consultancies in 
the three major European economies. It shows that institutions established by 
the business community, often with government support, can provide an 
alternative channel for the dissemination of new management methods. 
Unlike private consultancies, they immediately benefit from a high level of 
trust, facilitate inter-firm comparisons, and ensure a relatively uniform 
application of these methods. This was the case in Germany where institutions 
such as the REFA and RKW trained a large number of work study engineers 
and collected benchmark data. In Britain on the other hand, the diffusion of 
scientific management relied much more on consultancies. Institutions served 
at best as intermediaries for the establishment of a trust-based relationship and 
provided some sort of quality control. In France, institutions had ambitions 
similar to the German 'model'. But they were weakened by splits and 
competition among themselves and thus left sufficient room for the 
development of consultancy activities. 


Financial Reconstruction and Industrial Reorganisation in Different 
Financial Systems: A Comparative View of British and Swedish 
Institutions during the Inter-War Period, by Hans Sjögren 


This essay provides a comparative perspective on the process of financial 
reconstruction and industrial reorganisation in the large-firm sector in inter- 


war Sweden and the UK. The behaviour of private banks is analysed during 
a period when their bargaining power is likely to have been transferred from 
the distressed firm to any of the external investors. In the UK and Sweden 
investors have traditionally been viewed as having respectively an arm’s 
length approach towards industry and a control-oriented one. The 
hypothesis here is that the two financial systems were more similar than has 
conventionally been assumed. Besides protecting their claims, creditors in 
both countries became involved in the rationalisation of production which 
followed. This empirical study is limited to 24 large firms. However, the 
evidence suggests that whilst the Swedish system contained elements of the 
arm's length approach, the British investor's involvement in industrial 
transformation featured elements of control-onentation. 


Post-War Strategic Capitalism in Norway: A Theoretical and 
Analytical Framework, by Sverre Knutsen 


This essay provides an institutional approach to the analysis of the 
Norwegian state’s effort to promote industrial development between 1950 
and 1980. It explores the extent to which national financial systems 
influence the ability of governments to intervene in industrial policy. It also 
explores the extent to which both the governance structures and investment 
strategies of Norwegian fimns have been influenced by government policy. 
It demonstrates that the financial system is indeed a critical factor in the 
effective implementation of industrial policy in the period in question. 


The Politics of Protection: An [Institutional Approach to 
Government-Industry Relations in the British and United States 
Cotton Industries, 1945—73, by Mary B. Rose 


Internationally, the establishment of the GATT marked the beginning of a 
shift to greater trade liberalism. Against this background the governments 
of developed economies have generally treated textiles as a special case. 
This essay focuses on the differing level of political bargaining power 
exerted by the cotton industry interest groups in Britain and the United 
States, in their quest for protection, since 1945. It demonstrates that, to 
understand why pressure groups in the United States gained more 
concessions than those in Britain, it is necessary to consider the differing 
institutional and political environments in which they operated and the 
historical forces which shaped them. 


Institutional Economics and Business History: A Way Forward?, by 
Mark Casson 


Analytical business history requires a synthesis of theories of transaction 
cost, entrepreneurship and firm-specific competence. These theories can be 
integrated using the concept of information cost. Economies of information 
cost explain the emergence of market-making intermediation in capitalist 
economies. Economists have been so preoccupied with production that they 
have ignored the role of market-making intermediation, despite the fact that 
market-making intermediation has a crucial impact on the strategy and 
Organisation of the firm. This essay charts the historical emergence of 
market-making intermediation, and analyses its effects using a 
diagrammatic technique specifically developed for this purpose. It is 
suggested that the concept of information cost, and the techniques of 
analysis allied with it, offer a useful way forward for business historians. 


- AEN 


Book Reviews 


DAVID W. GUTZKE (compiler), Alcohol in the British Isles from Roman Times to 1996: 
An Annotated Bibliography (Westport, CT, and London: Greenwood Press, 1996. 
Рр.хіп + 266. ISBN 0 313 29420 8, £55). 


Studying alcohol in the past has only become a legitimate task for historians in the last 
40 years. In Britain it has followed the agendas of economic and business history as 
much as those of social history, although the latter have, elsewhere, largely dictated its 
study. Bibliographical guides for this important field of study are virtually non- 
existent. Fortunately, David W. Gutzke of the South West Missouri State University 
has now produced a superbly annotated guide to the history of alcoholic beverages in 
Britain. He is well fitted to do so, being the author of a fine monograph on the brewing 
industry's opposition to temperance in the 1870-1914 period and of a forthcoming 
work on the 'improved' public house in the inter-war years. 

The great merits of this bibliography of almost 2,200 entries are that it 1s fully 
annotated and covers the whole drink industry. It includes postgraduate theses; is wide 
in scope both temporally and geographically (covering Ireland and Scotland); it 1s 
truly interdisciplinary. The very evident result of four years of hard labour, it has 
strong sections on beer, whisky, wine, cider, science and technology, pubs, temperance 
and biography. Now historians of brewing, also having Richmond and Turton's The 
Brewing Industry: A Guide to Historical Records (1990), are particularly well served. 

Of course, there are inevitable omissions. One is curious. Publicans' autobio- 
graphies (these cannot be numerous) are left out because they ‘were categorized as 
ficutious and so discarded’. More evident is the compiler's decision to exclude 
contemporary literature ‘which lacked a significant historical dimension based on 
primary documents'. Certainly it would have expanded the size of the bibliography. 
But is a decision on this principle which leads to the exclusion of, for example, Alfred 
Barnard's famous accounts of Britain's biggest breweries and distilleries in the 1880s 
and 1890s a sustainable one? In this reviewer's opinion it 15 not. Moreover, a brief 
guide to the extensive specialist trade journals of the alcohol industries would have 
been useful. Although the most under-utilised, these are often the best printed sources 
for historians and the best starting point for their researches. 

It is an easy task for reviewers to reorganise and to point to omissions in 
bibliographies from the fastnesses of their studies, quite a different matter for them to 
construct one, particularly of the invaluable, annotated vanety. This 1s an excellent 
bibliography. All historians of alcohol and temperance in Britain are immensely in 
David Gutzke's debt. 


University of East Anglia R.G. WILSON 
PENELOPE J. CORFIELD, Power and the Professions in Britain, 1700—1850 (London and 
New York Routledge 1995. Pp.x + 269, illus , tables. ISBN 0 415 09756 8, £45). 


By the mid-nineteenth century professional men — most particularly lawyers, medical 
men and the clergy, the main subjects of this book — had achieved a position of status 
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and power in society. Their professions offered them a way not only of earning a living 
but also of climbing the social ladder and, as the century progressed, of laying claim 
to the high moral ground. The professional classes, noted a contemporary writer in 
1857, ‘form the head of the great English middle class, maintain its tone of 
independence, keep up to the mark its standard of morality, and direct its intelligence’. 

This was very different from the situation prevailing early in the eighteenth 
century, the starting point for Professor Corfield's analysis of the development of the 
professions over a 150-year period. The exploration, using a wealth of contemporary 
material, particularly strong from the eighteenth century, is carned out within the 
context of the relationship between power and knowledge; this is discussed in the first 
chapter, where the questions posed by Foucault's formulation of the relationship are 
raised. 

The second chapter examines the nature of a profession, widening the analysis to 
professions other than law, medicine and the clergy, while the third takes a most 
enjoyable — and enlightening – look at the work of the satirists of the time. They sought 
to cut down to size the aspiring and increasingly powerful professionals by publicly 
ndiculing them, exploiting public fears and suspicions. A chapter each, then, on the 
lawyers, clerics and doctors, followed by three further chapters on trend, ethos and 
advancement lead into a concluding discussion and re-examination of the 
power/knowledge relationship in a complex and pluralistic society. Knowledge can 
confer power but to assume that it necessarily does so is too simplistic, Corfield rightly 
concludes. 

There 1s much that 1s new, valuable and interesting in this book, in terms of the 
Interpretation, the argument and the illustrative matenal used. Inevitably ın an analysis 
covering such a long penod — 150 years — there is sometimes an imbalance in the 
periods from which the materlal is drawn. Starting and finishing dates are always 
arbitrary, but it could be argued that 1700-1800 would have provided a more cohesive 
period. That is, however, a minor cnticism of a significant contribution to our 
knowledge of the development of the professions 1n a book that 1s also a serendipity 
for the reader, whether academic or lay, in providing a well-written, enjoyable, 
thought-provoking and entertaining read. 


Oxford Brookes Unwersity JUDY SLINN 


W HAMISH FRASER and IRENE MAVER (eds.), Glasgow, Vol II: 1839—1912 (Manchester. 
Manchester University Press, 1996. Pp.x1 + 552; illus; maps. H/back ISBN 7190 
3692 5, £69.99). 


This 1s the second of a three-volume history of Glasgow between 1830, when the city 
was about to acquire a democratic municipal structure, and 1912, when the 
incorporation of Partick, Govan, Pollockshaws and Cathcart made it once more the 
‘second city of the empire’ with a million inhabitants. The history of this great city, 
eventually home to one Scot in five, presents a remarkable opportunity for historians, 
but also a challenge. Such was its development that its nvals were no longer the other 
Scottish cities but Birmingham, Liverpool, Manchester and even London, while its 
life, energy and industry’ reminded American visitors of therr own great cities. The 
editors have decided not to cover all aspects of the city's history but to tackle a number 
of themes to explain the nature and pattern of the city's economic and political life 
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This strategy has paid off, for the 13 chapters taken together provide a remarkably 
consistent account of the city’s history. 

Unlike Liverpool or Manchester, Glasgow was both a great industrial centre and a 
major port In 1911 seven out of every ten males were employed in the manufacturing 
sector and a further two in commerce. Although manufacturing was dominated by the 
demands of the Clyde shipbuilding industry, there was, as Butt shows, sufficient 
diversification to avoid the worst consequences of the periodic slumps in orders for 
vessels. Although Glasgow ultimately failed in its attempt to replace or even rival 
Edinburgh as Scotland’s banking capital, it is clear that the overall performance of the 
economy was impressive. One manifestation of this success, as Morgan and 
Schmiechen demonstrate in their chapters, was some of the finest buildings and 
middle-class housing (which owed much to Paris or Vienna) in Britain. Glasgow also 
pioneered ‘municipal socialism’ earlier and to a greater extent than any other city, and 
under a predominately Liberal leadership, which seemingly believed that no problem 
was too difficult to tackle, achieved a social harmony that lasted until the strains of the 
First World War produced Red Clydeside. 

What emerges above all, however, 15 the price that was paid by the working class 
for such rapid growth. The chapter by Withers on the demographic history of the city 
and Fraser and Maver on its social problems reveal deprivation on a scale unmatched 
by any other city, particularly between 1830 and 1870. Economic development was 
achieved to a large extent by paying low wages. Even when tbe city council dealt with 
the problems of water supply, sanitation and cleansing, levels of mortality, рагисшапу 
infant mortality, were still very high. The greatest problem was poor housing, which 
resulted in gross overcrowding. Taking more than two persons per room as a definition 
of overcrowding, 59 per cent of Glasgow's population fell into this category, compared 
with 35 per cent in Newcastle, 19 per cent in London, ten per cent in Liverpool and 
only eight per cent in Manchester. Despite their faith 10 municipal socialism, the city 
fathers left the housing market to private enterprise which was incapable of providing 
decent housing at affordable rents. 

Illustrated with contemporary photographs, this is a magnificent book that has no 
rival in Scotland and few outside. It represents the culmination of many years of 
rigorous research on Glasgow's urban history, but also indicates what still needs to be 
done. It is difficult to imagine it being challenged, at least in the foreseeable future, as 
the definitive history of Glasgow 1n its golden age. 


University of Aberdeen R.E. TYSON 


лм TOMLINSON, Democratic Socialism and Economic Policy: The Attlee Years, 
1945-51 (Cambndge: Cambridge University Press, 1996. Pp.xiv + 331. ISBN 0 521 
55095 5, £40). 


The focus of this book 1s on the interaction between the Labour Party’s ideas and the 
actual circumstances in which the Attlee government found itself formulating policy. 
Tomlinson covers a lot of ground, including Labour’s attitudes to the international 
economy; industrial modernisation; nationalisation, controls and planning; the 
financial system; employment policy and the labour market, including participation in 
the latter by women; Keynesian economics; the welfare state; taxation; and the 
problems of trying to achieve both greater equality in society and greater efficiency in 
the economy. He concludes that Labour’s political assumptions, including, for 
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example, a belief in parliamentary sovereignty, on the one hand, and in free collective 
bargaining, on the other, acted as a constraining framework on radical reconstruction. 

Tomlinson builds upon earlier work, notably Sir Alec Cairncross's Years of 
Recovery, which he describes as the foundation of serious scholarly studies of the 
period, and Elizabeth Durbin's New Jerusalems, which he describes as a model of the 
history of economic thought. However, Tomlinson rightly points out how these books, 
both of which appeared in 1985, and indeed other studies to which he refers, have been 
influenced by Keynesian assumptions about the primacy of macroeconomic policy. 
Yet there were many other strands in Labour's economic policy, most of which were 
microeconomic in character. Moreover, the focus m much of the literature on 
macroeconomic policy has led to an emphasis on stabilisation rather than on 
modernisation, although the latter was a major concern of the government. It 1s true 
that there is now a growing literature on microeconomic aspects of Labour's 
relationship with business, the best introduction to which is the volume edited by 
Tomlinson with Helen Mercer and Neil Rollings on Labour Governments and Private 
Industry (1992), but Tomlinson has successfully integrated the micro- and 
macroeconomic approaches into a single, coherent account of Labour's economic 
policy. 

Tomlinson has researched into a wide range of documentary sources, including 
records from the Board of Trade, the Ministries of Labour, Power and Supply, the 
Treasury, the Bank of England and the Federation of British Industries, as well as 
Labour Party and trade union archives. The result is, on the whole, a remarkably 
balanced account, which will be of interest to a wide range of scholars. 

Readers of this journal may feel, with good reason, that more work has to be done 
on the success of Labour's efforts to modernise industry at the level of the firm, but 
there is a limit to what can be expected from one book. Tomlinson's account of the 
effects of taxation on enterprise 1s the least satisfactory aspect of his work, although 
he can plead that the Royal Commission on the Taxation of Profits and Incomes, which 
was set up by the Attlee government, did not provide clear evidence on this subject 
Tomlinson notes that in 1945—51 ‘the overall level of taxation of profits was ritually 
denounced by the FBI and other employer bodies, but these protests were quite 
muted'. However, the level of the protests may have reflected businessmen's views on 
what could reasonably have been expected of a Labour government in the 
circumstances, rather than acquiescence in the very high marginal rates that prevailed 
at the time. Certainly Robert Hall, the director of the Economic Section, was 
concerned about the effect of taxation on enterprise, and it is unlikely that any future 
Labour government will impose a top tax rate of 97.5p in the pound. 

However, there is much more to praise than to cnticise in this book. Tomlinson 
generally offers bold, but balanced, judgements, based on careful assessment of the 
evidence. For example, he engages in debate with feminist histonans on the question 
of the closure of state-funded nurseries after 1945, and describes as a 'myth' the 
widely accepted view that closure was evidence of desire on the part of the 
government for women to return from the factory to the home. While the main focus 
of hus book is not business history, business historians whose work covers the years 
1945—51 will wish to consult Tomhinson's account of the period. 


University of Stirling GEORGE PEDEN 
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NICHOLAS PAPAYANIS, Horse Drawn Cabs and Omnibuses in Paris: The Idea of 
Circulation and the Business of Public Transit (Baton Rouge: Louisana State 
University Press, 1996, Pp.xiv + 217. H/back ISBN 0 8071 2043 X, £47.50). 


At first sight this appears to be a book of two halves, the first constituting a social and 
cultural history of France's capital city from the seventeenth to the late nineteenth 
century through an analysis of the means of physical circulation and the second 
focusing on the organisational structure of two of the major companies providing 
Parisian transport services in the second half of the nineteenth century. In fact the two 
parts interact in subtle and complex ways, although the reader must reach the last page 
of the book before the full sigmficance of this is made explicit. Papayanis's 
impeccably researched book provides a penetrating explanation of the enduring appeal 
of central Pans for the well-heeled tourist and for the indigenous bourgeoisie, in 
particular by emphasising the construction of the city’s internal transit system as a 
representation of class interests as much as the fulfilment of functional goals. As 
central rents rose in the context of bourgeois-led transport improvements, Parisian 
workers, whose needs were in any case not served by the horse-drawn cabs and 
omnibuses, fled to the suburbs and beyond. Although Papayanis traces the origins of 
these developments from the seventeenth century, the basis of his interpretation, 
especially of the business structures of Parisian transport provision, rests heavily on 
nineteenth-century — especially Second Empire - evidence. Using а broadly 
Chandlenan framework and the comparator of the Pans Gas Company so ably 
analysed by Berlanstein, Papayanis assesses the performance of the Compagnie 
Generale de Omnibus (CGO), and the provider of the core of the capital’s cab service, 
the Compagnie Imperiale de Voitures de Pans (CIV). The organisation and financial 
structure of the CGO, legally a corporation from its establishment, and the CIV, 
founded as a partnership but becoming a public company in 1866, reflect the 
interaction of governmental influence and private entrepreneurship in developing a 
modern managerial form. In line with a number of recent studies, Papayanis's work 
challenges the traditional notion of the sluggish nature of French entrepreneurship. In 
the field of transportation its entrepreneurs developed management structures and 
business practices that, while not fully imbued with Chandlenan sophistication, 
nevertheless constituted an important step towards modern management. This was 
achieved not through the dnving force of technological change — indeed both 
companies were regrettably slow to 1nnovate technically — but rather through the 
interplay of size and complexity of firms, the extent of the market and government 
intervention. 

Business historians, especially those interested in the history of management, will 
find the detailed analysis of the evolution of rationalised management highly 
instructive. Its insightful employment of the Chandlenan premise 1$ particularly 
valuable and creative. The addition of a cultural dimension to the analysis of business 
enterprise within the transport system in a period of significant urban growth enhances 
this work as both social history and business history. 


Centre for Business History, University of Leeds KATRINA HONEYMAN 
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MICHAEL MOSS and PHILIPPE JOBERT, Naissance et mort des entreprises en Europe, 
XIXe—XXe siècles (Publication du Centre Georges Chevrier pour l'histoire du droit, 
Unversité de Dijon, 1995. Pp.215. 130 FRP). 


Michael Moss and Philippe Jobert have published a second book about a pioneering 
research programme exploring the life cycle of firms. Their first one, The Birth and 
Death of Companies: An Historical Perspective (London and New York, 1990), 
explored a number of themes and highlighted basic theories. The new book 
concentrates more on the application of theory and assesses the factors leading to the 
birth and death of firms. It also has a wider scope than the first book, since it includes 
comparative European studies. It is fair to say, however, that by no means all European 
countries are covered. However, this book represents an important step towards a 
wider coverage. 

The patchiness of source material makes analysis difficult but, as Frangols Crouzet 
suggests ın his preface, the book provides some interesting results. The principal 
issues relate to company law, the evolution of which factors determine business 
formation and how the legal system may change to accommodate business failure as 
in Belgium and Germany. 

Case studies for Greece, Finland and Germany mean that the international 
differences in the business environment are covered, whilst chapters about Germany 
by Gdmmel and Pohl demonstrate the significance of the management abilities of 
executives to the success or failure of firms. In addition, internal factors such as 
general competence, financial and commercial skills of managers are shown to be 
crucial to business performance Such management skills were readily available in 
Russia, but Owens argues strongly that true Russians played a relatively small part in 
management in the development of joint stock companies between 1900 and 1914. Of 
the total number of managers 1n these companies, 37.4 per cent were Russians, 19.3 per 
cent Germans, 12.7 per cent Jews and 6 8 per cent were Poles in the six main areas of 
business. This, he believes, 1s evidence of Russia's anticapitalist leanings ın the early 
1900s. 

Chevallier and Hirsch's chapters about finance confirm the importance of 
wholesale merchants and landowners in the finance and launching of companies ın the 
nineteenth century They compare the evolution of départements to demonstrate their 
openness to firm creation Their fresh evidence illustrates the level of economic 
dynamism throughout France with comparative evidence for each district for 1840—49, 
1870—79 and 1900-1913. This demonstrates that in newly industrialising districts, 
mainly in the southern part of the country, firms tended to be more fragile and prone 
to failure than elsewhere. This was the result of intense competition between firms and 
the high level of entry and exit. However, overall the life expectancy of firms rose 
from an average of 5—6 years to 10-13 years during the nineteenth century. 

Inevitably this book will encourage reflection on the nature of capitalism and 
about the development of management skills. Primarily it demonstrates that new 
industrial growth during France's first Industrial Revolution was consistent with 
familial control and that managers and investors preferred regular capital injections 
which were responsive to the needs of the firm rather than large and premature equity 
issues 


Institut d'études politiques de Bordeaux HUBERT BONIN 
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JEAN-PIERRE CHALINE and HUBERT BONIN, Le Crédit Industriel de Normandie (Paris: 
Banque CIN, 1996. Pp.95; illus.; figures. No ISBN. No price, available from 
Company). 


It 1s now 20 years since Richard Roehl first challenged Gerschenkron's classification 
of France as a backward economy ш the nineteenth century. In doing so he absolved 
French banks of any failure to stimulate a faster rate of economic growth. French 
banks were, he says, simply irrelevant. Judging by tbe relative lack of interest shown 
by histonans in French banking, the Roehl thesis seems to have been accepted, if by 
default. It 1s now tbe turn of the banks to defend themselves against the charges of 
irrelevance or culpability, by commissioning their own histories. 

The Crédit Industriel de Normandie (CIN) was born out of a merger between the 
Comptoir d' Escompte de l'Ouest and the Crédit Havrais during the depressed years of 
1932—35. Jean-Pierre Chaline and Hubert Bonin have traced its history from the end 
of the eighteenth century, when a precursor of the bank, the Banque de Rouen, was 
first created, right up to the present day. The book 1s thus a history of a number of small 
banks in Normandy, beautifully presented with almost as many glossy pictures as 
pages of text. 

What the book tells us about the role of these banks in the region's economic 
development seems to fit the Roehl thesis. At the end of the eighteenth century, 
Normandy was clearly one of the most economically advanced regions of France. Not 
only was it the leading centre of textile manufacturing, but at Le Havre it had tbe 
second largest port in France. But after the failure of the Banque de Rouen to retain its 
autonomy once Napoleon I had created the Bank of France, Normandy was without a 
strong regional bank. 

The smaller banks were unable to persuade savers to invest 1n the local economy 
rather than, for example, in Russian bonds, It was the upsurge in demand for uniforms 
and rations of Camembert cheese during the First World War which reversed, 
temporarily, the economic decline of the region, rather than assistance from tbe banks. 
Similarly, although Normandy participated in the French economic boom after 1945, 
this was due less to the participanon of the CIN 1n the local economy than to tbe 
relocation of a number of industnes such as cars, chemicals and pharmaceuticals 
which were attracted by the region's proximity to Paris. 


University of Westminster FRANCES M.B. LYNCH 


HANS POHL (ed.), Geschichte der Organisationformen im Absatzbereich von 
Unternehmen in den alten und neuen Bundesldndern (Stuttgart: Franz Steiner Verlag. 
Pp.124. Available only in p/b, ISBN 3 515 06911 9, DM52). 


This volume includes the papers and discussions of the seventeenth scholarly 
symposium of the Gesellschaft fur Unternehrnensgeschichte. The theme was the 
organisation of company marketing and product management in the old and new 
Bundeslander since the Second World War. After an introduction of the theme by Hans 
Pohl, four papers were presented, two about the situation in West Germany and two 
about the former DDR. 

Hermann Sabel provides a short overview of marketing in West Germany since 
1945. In German tradition he constructs five Stufen, one for each decade: tbe sellers’ 
market, the buyers’ market, the competiuve market (portfolio strategy), the rival 
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market and most recently the global market. His scheme is useful, but mainly based on 
macroeconomic and management literature. Some data at the individual company 
level were acquired by phoning the respective companies In the eyes of business 
historians this probably is not the most reliable way to collect information. 

Bruno Tietz describes the successive introduction of different business types in the 
retail trade, such as big department stores, mail order firms, supermarkets and cash and 
carry stores. It is interesting to note that new company firms did not eliminate the older 
ones. Tletz ends with the prospect of teleshopping. Apparently in the retail trade 
businessmen were very creative in responding to changing customer habits. 

The feedback from the customer to tbe producer left much to be desired in the case 
of the DDR, firstly because of the large bureaucratic business structures and secondly 
as a result of the reigning ideology. Serving clients was not the top priority, while 
production was. Karl Heinz Hoppe explains how the Marxist-Leninist ideology 
influenced economics and how economics shaped the economic institutions and 
economic development. Consumer orientation did come in the end, as Rolf Walter 
shows, when the DDR began to focus on exporting to the Western markets But this 
new awareness of consumer needs was not strong enough to offset the bureaucratic 
obstacles of the planned economy. 

The opportunity to compare developments between East and West Germany are 
seldom taken in this volume and if comparisons are made East Germany 1s always 
measured unfavourably against West Germany. Nearly half the volume 1s filled with 
discussions. This has a certain charm, as one feels part of the audience. Also some 
interesung points are raised. However, seeing how limited everybody's reading time 
is, а more condensed report might have sufficed. 


Utrecht University KEETIE E. SLUYTERMAN 


N. TIRATSOO and T.R. GOURVISH (eds.), The Business School in European Perspective 
(London: LSE Business History Unit Occasional Paper No. 2, 1996. Pp.96. ISBN 0 
75030 0957 9, £10). 


During the 1990s, there has been an increasing interest in comparative research on the 
history of business schools and management education. This publication 1s a useful 
contribution to this new literature, even if it is just an edited occasional paper of four 
conference papers and lacks an overall introduction. The papers were presented at a 
conference at LSE 1n May 1996, organised as a part of a EU-funded project on 
"Development of Business Schools in Europe’ led by Vera Zagmani 

In her paper, Marie-Emmanuelle Chessel discusses the establishment of a French 
business school in tbe 1930s, the Centre de Préparation aux Affairs (CPA), an 
institution which is little known by those who do not read French. The comparative 
perspective is reflected in her discussion of how the CPA tried to copy Harvard 
Business School (HBS) methods. The HBS took an active part in establishing the CPA, 
and parts of the HBS's curncula and teaching methods were copied with few 
modifications. The focus. of the paper 1s limited to similarities and differences in 
teaching methods between the two schools. Chessel shows that the influence of the 
teachers with their business experience from France, and of the students who 
participated in class discussions, contributed to developing the CPA into something 
more than just a replica of the HBS. This conclusion could have been developed 
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further if the author had also discussed the CPA in relation to the French educational 
5 

Francesca Fauri has also chosen a comparative perspective in her paper on the 
evolution of business studies in Britain and Italy from the 1850s to 1940. The paper 15 
based on both Italian and British primary sources, and gives a useful overview of the 
development of business education within the two countries. The paper represents a 
very promising start for further analysis. 

The two other papers are Bntish. John F. Wilson, whose important book on the 
history of the Manchester Business School (1992) has already made a major 
contribution to the new literature on business schools, gives a summary of his research 
on the impact of the business school on British management. The fourth paper, by Roy 
Edwards, is not on business schools. Still, it 1s maybe the most stimulating paper in 
this collection. Edwards discusses how railway companies ın the first half of this 
century provided а regime of management education. He argues that management 
education should not be seen 1n a narrow context, and that we have to include otber 
methods of organising management education as well as the formal system of higher 
education. The railway companies were active ın organising a system which served 
their need for management skills. By making agreements with formal academic 
institutions, and linking these with business practice through training programmes, 
railway companies went beyond education. Edwards’ findings show the need for a 
critical discussion on the thesis that the British system of management education 
before the Second World War was a 'non-system'. 

The EU project, which this conference was a part, has organised several 
conferences and announced several publications. So far, the impression 1s that the EU 
has not wasted its money. 


Norwegian School of Management ROLV PETTER AMDAM 


ELEANOR STARDOM, ‘A Stranger to the Fur Trade’: Joseph Wrigley and the 
Transformation of the Hudson's Bay Company, 1884-1891 (Winnipeg: Centre for 
Rupert’s Land Studies at the University of Winnipeg, 1995. Pp.iv + 109. ISBN 0 
921206 25 9, $30). 


In this book, Eleanor Stardom examines the role played by Joseph Wrigley at a very 
complex period in the history of the Hudson’s Bay Company. In 1869, it transferred a 
major portion of the lands defined by its royal charter to the Dominion Government. 
In return, it received a monetary payment, retained its tracing posts with a surrounding 
tract of land, and the right to tracts of land within each township or district in an area 
bounded by the United States border, the Rocky Mountains and the North 
Saskatchewan river. The Company was no longer a royal monopoly. 

At the same time, changes in rail transportauon both opened up the area to 
competition from American and Canadian fur traders and also provided the 
opportunity for alternative employment for Native Americans. The railroads also 
brought settlers who desired to farm and ranch. The Company's response was to 
diverse. It wanted to move into land markets and the growing retail trade, and to 
maintain its fur division. In order to move into the ‘Industrial Age’, the Company 
decided to hire Joseph Wrigley into the newly created post of trade commissioner. 
Wrigley, coming from a textile background, had no previous connection with the fur 
trade. 
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In her opening chapter, Stardom situates her work within the existing literature and 
in a detailed bibliography provides the reader with a very detailed listing of the most 
important work on this period. Stardom’s contribution 1s a chronological narrative of 
Wrigley’s seven-year tenure with the Company. She argues that he promoted 
centralised management of the fur trade, formalised a system of continuous 
inspections, updated the accounting and communications systems and created 
centralised depots for provision of goods. 

Although Stardom presents the reader with an account of Wrigley's actions which 
is well grounded in the primary sources, a reader unfamiliar with the fur trade would 
have benefited from a more general description of the structure of the trade in 1884, 
when Wrigley took office. Given that Stardom argues that Wrigley did introduce new 
Management techniques, I would have benefited from some discussion of what 
constituted modern management at this juncture. Did the fact that Wrigley came from 
the textile sector make him a modern manager, despite the fact that he had had to sell 
his own business? 

Wngley was hired by the London board and fired by that board seven years later. 
Indeed, Stardom makes frequent reference to the expectation of the Board and of the 
shareholders and how those expectations affected assessment of Wngley's 
performance. Wrigley's story is incomplete without a much greater discussion of the 
role played by these two groups. This is an exciting avenue for future research. 


University of Colorado ANN M. CARLOS 
Universitat Pompeu Fabra 


LOUIS GALAMBOS, with JANE ELIOT SEWELL, Networks of Innovation: Vaccine 
Development at Merck, Sharp & Dohme, and Mulford, 1895—1996 (Cambridge. 
Cambridge University Press, 1996. Pp.xii + 274; illus. ISBN 0 521 56308 9, £35; 
$39.95). 


This is an important account of tbe process of innovation over the last century in 
modern, science-based business in the United States. The project on which the book 1s 
based began as an internal history of vaccine and serum antitoxin development from 
1895 to 1995: first at H.K. Mulford, then at Sharp & Dohme, which took over Mulford 
in 1929, and finally at Merck & Co. Inc., which merged with Sharp & Dohme ın 1953 
to become one of the four leading vaccine firms in the world today. Yet, the book not 
only gives an authoritative perspective from the inside, based on extensive use of 
sources internal to Merck, but also sets the development within the wider landscape of 
the intricate relationships emerging between non-profit, public and profit-making 
institutions in the USA and abroad. Galambos and Sewell effectively employ the 
concept of networks to illuminate the complex links between the firms and other 
institutions within the ‘mixed system’ responsible for the successful development and 
production of vaccines and serum antitoxins. Not only do they descnbe the linear 
changes towards an increasingly differentiated and formal bureaucratic context, but 
they also idenufy four long cycles of innovation and explore the ways in which three 
different types of organisation experience them, stressing the importance of leadership 
in the firms’ transitions from one cycle to another and the decisive role of leadership 
in modem institutions more generally, particularly large-scale organisations, both 
public and private. 

Like recent biotechnology firms, in the early 1890s the owners of H.K. Mulford, 
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a small Philadelphia pharmaceutical firm, manufacturing powders, tablets, syrups and 
antiseptics supplying pharmacies and physicians, recogmsed the potential of serum 
antitoxin and new opportunities arising from germ theory and bacteriology. Unlike 
such late twentieth-century firms with their scientist entrepreneurs, Mulford had to 
hire a bacteriologist from the University of Pennsylvania for access to the necessary 
personal networks 1n Europe and the New York City public health department, which 
co-operated ın experimenting and developing the production process, enabling the 
firm to produce reliable, standardised and tested products. These latter characteristics 
gave Mulford a commanding reputation for quality, which its successor firms 
maintained throughout the century. The technical innovation led Mulford to adopt new 
techniques in marketing and sales, such as movies and lantern slides, oriented to a 
specific segment of the market. Success with antitoxin led to other biologicals; the 
process by which the company and medical profession gradually sorted out the 
effective from the ineffective antitoxin and vaccine treatments deserves further study 
along the lines of Michael Worboys’ comparative study of treatments for pneumonia 
10 Britain and the USA. Galambos and Sewell argue that by the later 1920s the cycle 
of innovation based on bacteriology was coming to an end. The Mulford executives, 
nearing the end of their careers, were not able to provide for the leadership from within 
the firm to accomplish the necessary scientific and technical transition, and in 1929 
they sold the firm to Sharp & Dohme. With the subsequent enthusiasm for antibiotics, 
the development of new products in vaccines and serums virtually stopped. Yet, in the 
mixed system in the United States, university and government research laboratories, 
responding to different incentives, sustained innovation 1n virology and provided the 
basis for another long cycle of innovation. Failing to develop new capabilities, Sharp 
& Dohme merged with Merck, where the executives hired a new type of 
scientist/scientist-manager/scientific diplomat, Max Hillman, ‘a great scientist and a 
great mover’ to ‘reconceptualize, reorganize and restaff' its virus and cell biology 
research laboratories. Under his leadership Merck came to lead vaccine innovation, 
production and marketing in the United States, including the combined measles, 
mumps and rubella (MMR) vaccine. Equally importantly, Merck created an 
organisation which both extended the long cycle of innovation and provided for 
leadership succession, enabling the firm to make the transition to the most recent cycle 
of innovation based on recombinant DNA technology and science. Galambos and 
Sewell illuminate the importance of the role of the CEOs and their support, despite 
narrow profit margins and high liability, for long-term over short-term strategies, 
strengthening the firm's innovative capabilities in vaccines and enabling transitions to 
new cycles of innovation to take place within the firm. While concentrating on the 
innovative capabilities of the commercial sector for developing new vaccines, 
Galambos and Sewell also highlight the contrast with the relative failure of mass 
Immunisation programmes introduced 1n the United States following World War II and 
offer a critique of the Clinton admunistration’s regulatory policies and anti-business 
rhetoric. 

Of most interest to business historians will be the way in which Galambos and 
Sewell extend Chandler's work on organisational capabilities and exemplify the 
contribution historical analysis can make to current work on organisational capabilities 
in the economic and business policy literature. The book also contnbutes to the social 
history of science, tbe history of technology, and especially to the history of medicine. 
Much medical history literature concentrates on the contributions of public health and 
the non-profit laboratory, rather than tbe companies that developed, produced and 
distributed the bulk of vaccines and antitoxins used 1n the USA Focusing on the role 
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of private pharmaceutical firms in the development of preventive medicine, the book 
is complementary to the work of Jonathan Liebenau on the formation of the Amsncan 
pharmaceutical industry and it exemplifies the potentially fruitful interacnon between 
business history and medical history. 


Universuy of Glasgow MARGUBRITE W. DUPREE 


KENNETH WARREN, Triumphant Capitalism: Henry Clay Frick and the Industrial 
Transformation of America (Pittsburgh: University of Pittsburgh Press, 1996. Pp.xvii 
+ 426; illus; maps. H/back ISBN 0 8229 3889 8, $35). 


Warren provides a detailed chronological account of the business career of Henry Clay 
Frick, one of the leading entrepreneurs in American heavy industry during the late 
nineteenth and early twentieth centuries. The study 1s based on Frick’s 
correspondence, plus letters of his contemporaries, such as Carnegie and Schwab, 
including matenals from the US Steel archives, along with information drawn from 
earlier studies of these men and their business affairs. Given Warren's earlier fine 
study of Amencan iron and steel manufacturing, the book is buttressed by 
considerable expertise on the industry's geography, technology and corporate 
reorganisanons. The discussion 1s painstaking and valuable for its account of the 
interplay of personal and corporate rivalries amid the booming, but often volatile, US 
economy from 1871 to 1919. There are substantial discussions of the violent clashes 
at the Homestead plant, Frick’s relanons and eventual nft with Andrew Carnegie and 
the formation of US Steel; Warren frequently compares and adjudicates on differing 
accounts and interpretations offered by earlier writers, such as Bndge, Hendnck, Wall 
and Hessen. He traces Frick's rise to industrial leadership and wealth through 
ownership of a coke firm which led to an entrée into the Carnegie industrial network 
and eventually to a place 1n the industrial and financial worids of Pittsburgh and New 
York. In this final phase, Frick's contribution becomes less distinct, being largely 
identified in terms of his presence at particular meetings or events, but without the 
sense of intimacy conveyed ın the earlier chapters. 

This is a useful and thorough study which will be a helpful source for business 
historians and there is much to be gleaned about the changing nature of the coal, iron 
and steel trades. For all of these strengths, and a review in the final chapter, Frick 
remains rather an elusive figure, perhaps a reflection of his taciturn character; 
seemingly only business affairs and an eventually powerful hatred of Carnegie come 
over as driving forces. Even his passion for art appears an oddly isolated feature. The 
lengthy quotations from letters are the basis of the book, but also create a disjointed 
feel at times and might have been pruned. The most valuable sections deal with the 
1870s to 1890s, when Fnck’s career was most active and interesting, but often the 
focus on one man reduces the analytical precision and range which characterised 
Warren's earlier study. Thus, while Frick 1s placed in an industrial, regional and 
national context, none of the linkages are explored very fully and there are few 
references to economic or management theories as ways of interpreting the different 
aspects of Frick's career. The changing business strategies 1n the move from Carnegie 
Steel to Gary's regime at US Steel are made explicit and Lamoreaux' study of the 
merger movement is cited, but, given Warren's expertise, the discussion remains a 
little general. Perhaps the most striking impression 15 of the frequency with which key 
executives travelled to various castles and country houses, usually in Scotland, to 
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confer with Camegie. While low cost and high throughput drove the Carnegie steel 
business, the corporate culture of the hierarchy had its own rhythms and features The 
financial manoeuvring is an interesting reminder of the long pedigree of such 
elements, which are sometimes seen as a novel flaw of American business. 


University of Glasgow MICHAEL FRENCH 


CHRISTOPHER J. CASTENADA and CLARANCE M. SMITH, Gas Pipelines and the Emergence 
of America’s Regulatory State: A History. of Panhandle Eastern Corperation, 
1928—1993 (Cambridge: Cambridge University Press, 1996. Pp.xx + 296; illus.; maps. 
H/back ISBN 0 521 56166 3, £30, US$39.95). 


The commanding heights of the Amencan economy, unlike those in Bntain, were 
never nationalised, but the US does have a long history of regulating public utilities. 
Widespread privatisation here should make this American experience relevant. The 
history of Panhandle Eastern, which began in the late 1920s as a freebooting pipeline 
company and ended up in 1994 as a regulated common carrier, shows bow rocky that 
experience could be. The founders’ aim was to pipe cheap natural gas from Kansas and 
Texas, where it was often an almost free by-product, to the mid-west, where coal gas 
was expensively produced by regional power monopolies. The operating companies 
there were organised by holding companies, controlled by Insull and others, The latter 
were not opposed to using natural gas eventually, but did not want their hard-won 
stability disrupted by rogue incomers. They therefore attempted to seize control of the 
pipeline, and to extend their system westwards. Panhandle resisted, but would have 
failed 1f it had not been for the New Deal Public Utilites Holding Company Act of 
1935 and tighter anti-trust enforcement These forced the holding companies to divest 
the underlying operating systems, and allowed Panhandle to escape. 

Panhandle therefore became a profitable independent enterprise in the 1940s. 
However, the Natural Gas Act of 1938 had given the Federal Power Commission 
(FPC) authority to regulate the industry, and consumers pressed insistently for price 
controls. Eventually, in 1954, the US Supreme Court, in the ‘Phillips Decision’, 
allowed the FPC to fix wellbead gas prices. Simultaneously, the Michigan Public 
Services Commission refused to allow Panhandle to by-pass MichCon, the state power 
company, and to establish direct access to large Detroit industrial consumers. In the 
1960s, therefore, Panhandle cautiously reorganised core activities, and diversified into 
related technologies to reduce its exposure to regulation. The inevitable long-run effect 
of tight price controls was that, when the оп cnses appeared in the 1970s, additional 
gas supplies were not available. Hence, energy prices rose uncontrollably, and in the 
harsh winter of 1976-77, more than a million workers were temporanly laid off. 
Consequently, Panhandle extended its pipelines into Canada, contracted for large 
supplies of Liquid Natural Gas from Algeria, and purchased a coal company in the 
Appalachians. 

These heavy investments left the company dangerously exposed to bankruptcy, or 
takeover, when oil and gas prices fell in the early 1980s. Price controls effechvely 
ended in the 1980s, but, in a last regulatory twist in 1992, the FPC ordered the 
pipelines to divest their tradinonal merchant — gas trading ~ interests and to act, in 
effect, as common carriers. Panhandle had already sold its profitable gas-producing 
division, just to survive, and had extended its pipeline-carrying service from the Gulf 
to New England. The FPC's aim was finally to create an effective national market in 


BOOK REVIEWS 189 


gas supplies, but the authors argue that the regulatory impulse, once established, is 
hard to remove, The company had to adjust continuously to the changing regime. 
Frank Parish — the founder — was a fast-talking salesman with a relatively simple 
production and transportation aim. William Macguire — who saved the finti in the 
1930s — was a tough political operator who could manage the new 

environment. The authors have sampled a mass of documents — kept іп a salt mine L 


preferable to nationalisation or free competition in some areas, but it is a tough 
complicated regime This book should be prescribed reading for the pnvatisers and 
regulators of Britain's new public utilities. 


University of Leeds J.R. KILLICK 


JONATHAN J. BEAN, Beyond the Broker State: Federal Policies toward Small Business, 
1936-1961 (Chapel Hill, NC, and London: University of North Carolina Press, 
1996. Pp.xiv + 281; illus. H/back ISBN 0 8078 2296 5, US$45) 


such policies felt that small business faced a crisis of survival. Oligopolies might 
querge in retailing and services in much the way they had done in manufacturing 
during the late nineteenth and early twentieth centuries. 

Bean adopts a chronological approach, looking at the various means by which the 
federal government supposedly sought to assist small businesses. He looks at the 


Indeed, the small business legislation in Bean's study appears to have been enacted by 
Congress not so much as a response to the demands from small businesses, but ratha. 


small business legislation. However, even when this was not the case, the market 
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Bean concludes that small business was not in crisis during this period. The 
evidence suggests that small firms were able to compete successfully with large 
corporations. The belief of congressional small business advocates that there was a 


between 1936 and 1961 were both visible and vocal. These politicians’ mistaken 
perception of economic reality was also derived from the period of the rise of big 
business when they had entered politics, the early rather than the mid-twentieth 
century. 

Bean's study is partly based on the papers of the congressional small business 
advocates, the presidents and the relevant federal agencies of this period He also uses 
the business records of J. Penfield Seiberling and of the B.F. Goodnch Company. 
Bean has also conducted a comprehensive survey of federal government documents, 
business and trade journals and secondary sources relevant to us study. Surprisingly, 
he omits Alfred D. Chandler Jr.'s Scale and Scope (1990). 

This book is an important addition to the literature on twenueth-century United 
States business history, and complements Mansel Blackford’s A History of Small 
Business in America (1992). This book will also be easily accessible to the majority 
of undergraduate students. 


University of Wolverhampton RICHARD A. HAWKINS 


DAVID VOGEL, Kindred Strangers: The Uneasy Relationship between Business and 
Politics in America (Princeton, NJ: Princeton University Press, 1996. Pp.ix + 415. 
ISBN 0 691 02746 3, £25). 


David Vogel teaches business and public policy and holds a chair їп business ethics at 
the Haas School of Business, University of California, Berkeley. One of the few 
American political scientists who specialise in business-government relations, he has 
published widely on that subject for the last 20 years. For most of this period he has 
also edited the California Management Review. 

Kindred Strangers, tus sixth book, is a collection of 12 essays, 11 of them 
published earlier in such outlets as the British Journal of Political Science, the 
Political Science Quarterly and the Journal of Public Policy. Because Vogel’s focus 
and his distinctive voice have remained consistent over the years since 1978, when the 
first essay appeared, this assemblage coheres better than most collections of its type. 
Vogel has a fine sense of history, and be is a relentless cross-national comparativist 
Although he himself generalises freely, he has little patience with some of his fellow 
political scientists’ sweeping theoretical pronouncements based on single-country 
studies. He indicts many of them for their myopia, parochialism and ahistorical 


The essays in this collection are engaging and well written. They are grouped 
around three broad themes; the United States in comparative perspective, the political 
and social environment of business, and what the author cryptically calls ‘the 
dynamics of business power’. There is little primary research here, with the exception 
of an analysis of clean air legislation in America from 1967 to 1981, which forms a 
chapter of 70 pages. 

A few of the essays are in the nature of analytical review articles, in which Vogel 
treats the work of influential politcal scientists such as Charles Lindblom Lindblom’s 
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revealed layers of complexity and a wealth of contrary evidence. This would have 
emerged especially through comparisons of different capitalist systems. 

Certainly comparative social science can be superficial, and occasionally in this 
book it is. Here and there, Vogel tends loosely to charactense American business 
government relations as adversarial, British ones as (admirably) informal, Japanese 


the British, he 15 exceptionally good. For example, on the sometimes impenetrable 
issue of environmental regulation, he writes: "The British experience suggests that 
there 1s nothing inherently legalistic, coercive, or highly conflictive about either the 


‘socially responsible’, the teaching of business ethics, and the need for traditional 
academic disciplines to tap research available from case studies produced 1n schools 
of management. 

This book has only two weaknesses. The first lies in the area of economic analysis, 
which was not the author's purpose and for which 1 would be unkind to fault him. The 
second, the datedness of matenal concerned with issues contemporary at the time of 
publication, is mitigated by Vogel’s historical sensibility. Most of his material ages 
well, and these essays remain timely — useful during a new period when, in several 
countries, political campaign financing and the ‘power of money’ are once again the 


Harvard Business School THOMAS K. MCCRAW 


HUGO ARMSTRONG and DICK GROSS, Tricontinental: The Rise and Fall of a Merchant 
Bank (Melbourne: Melbourne University Press, 1995. Рр.хі: + 333. ISBN 0 522 84658 
0, £22.99). 


The history of Tricontinental has a familiar resonance to it. Originally formed in 1969, 
it responded aggressively to the increased competition in financial markets resulting 
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from the Hawke government's deregulation policies in the early to mid-1980s. Under 
the leadership of its ambitious young ing director, Ian Johns, Tricontunental 

its volume of lending rapidly between 1986 and 1988. Johns broke all of the 
basic rules of lending, particularly the need to spread risk across borrowers, sectors, 
and types of security. Lending was targeted upon a handful of ‘thrusting’ 
entrepreneurs, many of whom he knew personally and whose names, such as Alan 
Bond and Christopher Skase, have since become notorious for the corporate collapses 
of the late 1980s and the corruption charges which have resulted. By 1988, six 
dominant clients had each borrowed sums greater than the capital base of 
Tricontinental, mostly upon the security of stocks. Johns kept very poor records of 
many of these loans and no group, be they colleagues, directors, auditors or the 
Reserve Bank, managed to rein in his policies, although many were apparently 
sceptical. The stock market collapse of October 1987, which wiped 40 per cent off the 
value of Australian shares, was the catalyst for the collapse of Tricontinental and its 
leading debtors. 

This is a story which could be told for different companies in different eras and 
different countries. What perhaps gives it а modern nng is that Tricontnental was 
owned by the State Bank of Victoria, which in turn was owned by the State of Victoria. 
However, this did little to improve accountability or reporting systems. The Labor 
government was keen to own Tricontinental to promote its Keynesian pump-priming 
policies, but at the same time held it and the State Bank at arm s length in order not to 
appear to be interfering with private enterprise. In response to the integration of 
Tricontinental into the State Bank in 1989, the selling of the latter to the 
Commonwealth Bank in the following year, and the huge debts that were incurred, a 
Royal Commission was established in 1990. While the government was thus scen to 
be doing something, it was naturally less interested in helping establish the truth or 
publicising its results at a time when Labor’s electoral popularity had collapsed. The 
Commussion pointed tbe finger at various people and groups, particularly Johns, the 
auditors KMGH and the Reserve Bank, but no one was charged; Johns was sentenced 
to seven months’ imprisonment on a separate case of secret commissions. 

Armstrong and Gross recount the story in a popular and readable style and 
conclude that ‘only memory can prevent a repetition of the Tnrcontinental disaster’ 
(p.310). This may be #0, but our knowledge of many other previous financial disasters 
does not seem to have prevented their repetition. Perhaps not enough people know 
such history, or thear ambition and greed can blur the memory. It would be reassuring 
if this type of work were read widely. It would have been more helpful, though, if 

and Gross had broadened the context of their study. Three other Australian 
merchant banks collapsed at the same time and some worthwhile comparisons might 
have been drawn between them. These comparisons might also have encouraged the 
authors to extract some of the more general lessons of such sagas, particularly why 
accounting and information systems continue to fail in spite of the apparent rise of the 
modern sophisticated corporation with its range of organisational capabilities. 


Australian National University SIMON P. VILLE 
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MARK HEARN and HARRY KNOWLES, One Big Union: A History of the Australian 
Workers’ Union, 1886-1994 (New York and Melbourne: Cambridge University Press, 
1996. Pp.xiii + 377; illus.; map. H/back ISBN 0 521 55138 2, £40). 


This is a very detailed account of the history of the Australian Workers’ Union, which 
was commissioned to celebrate the union’s centennial. The aim of Hearn and Knowles 
is to present a story of the emergence and development of an organisation which by 
the 1960s became Australia’s largest and wealthiest union. It 1s a colourful history of 
an organisation founded in one of the country's major industries amongst the sheep 
shearers It traces at length the transformation of tbe union from an organisation intent 
on recruiting individuals and small groups of workers to the bureaucratic union of the 
1990s, operating across a range of industries and occupations, with a professional 
leadership and links with the Australian Labor Party. Merritt's study of The Making of 
the AWU (Oxford, 1986) dealt with the formation of the union, and this new book 
makes an important contribution ın its presentation of archival material relating from 


union over the last century. 

Although it is difficult to sustain interest by use of narrative, the first part of this 
book is lively and evocative, telling an exciting tale. It 1s based in an essentially 
Antipodean landscape, with allusions to ‘Banjo’ Patterson and the ‘jolly swagman’, 
and it 1з easy to see why Hear and Knowles initially capture the reader's imagination 
The portrait of the union in the early years, at the end of the nineteenth century, 


contract work. Racism, particularly against Asians, and opposition to Immigration, 1$ 
presented within this context. The authors describe the struggle to gain better wages 
and conditions from the pastoralists by the establishment of the Amalgamated 
Shearers Union ın New South Wales in the 1880s, followed by a series of mergers with 
other shearer unions and the ongoing recruitment of individual shearers. In the face of 


continued to change its character and by 1913 it had merged with non-bushwork 
workers (the AWA). During the First World War it thrived, while many other unions 
collapsed, and its aim was to achieve ‘One Big Union’, nonetheless in a reformist 
mode. By this stage of the narrative, however, the story has lost much of its impact. 
This is largely because, after the 1930s, the growth in bureaucracy of the union and its 
moves to unrelated industnes and occupations means that the bushworker character 1s 
lost and the chronology becomes one of political figures and events. Nonetheless, the 
ground 1s covered thoroughly: the 1956 Shearers’ Stnke, Fallon, Wilson, Bukowski 
Dougherty, Oliver, and so on. 

However, for those with an academic Interest, the main problem is that the method 
of presentation is not thematic This 1s a lengthy, often dense chronology of events and 
Personalities and there are few signposts in the form of introductions, summanes or 
conclusions so the book 1s often difficult to penetrate. The authors explicitly and 
probably justifiably eschew a theoretical stance in order to capture the character of the 
union, but they have not imposed any pattern of causation at all. Although continuities 


a 
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are stressed in the ‘mateship’ of the bushworkers and leadership ideologies, from 
Spence to Gehan, these are described rather than analysed. A conventional approach 
could have been adopted in which, say, a шк might have been established and 
explained between the reformist character of the union, for example ш 1ts attitude fo 
the Great Strike of 1917, and its relative success in terms of growth. This might, 
however, have required a more critical approach to the AWU than its Executive 


the opportunity to relate the data to important organisational themes. Ап investigahon 
into the emergence and survival of a trade union allows researchers the ideal chance 
to examine organisational structures and leadership strategies in a dynamic situation 
where unions can be seen as businesses competing with each other for members, but 
where structures and strategies are influenced/constrained by the nature of the 
organisation as a particular form of collective. From such a theoretical viewpoint, the 
character of mergers in related and non-related occupations and industries 15 very 
interesting. The reasons for the recent decline in the union’s membership, where the 
story ends abruptly, might more clearly be analysed from such a stance. Such a focus 
would have made the book an ‘easier read’. Nevertheless, this is a scholarly book 
which provides a wealth of detail and fulfils its own aims. It should also provide 
business historians with an interesting case study to illuminate organisational theory. 


University of Melbourne CHRISTINA CREGAN 


TIRTHANKAR ROY (ed.), Cloth and Commerce: Textiles in Colonial India (New Delhi: 
Sage Publications Ltd, 1996. Pp.344. H/back ISBN 0 80399300 5, £35). 


This volume reprints nine major articles on aspects of the Indian textile industry which 
were first published in the Indian Economic and Social History Review, the journal of 
the Indian Economic and Social History Association. The articles are prefaced by a 
substantial and informative introduction by Roy and range from Chaudhun’s seminal 
work on Indian textiles in the seventeenth and eighteenth centuries to Roy’s own study 


including an interesting study of the French colonial impact, specifically the links 
between Pondicherry and West Africa, where yet again in the earliest stages of the 
imperial relationship Indian textiles provided an export product to ease tbe expansion 
of colonial commerce. 

The individual essays offer highly interesting case studies of individual aspects of 
the textile industry, all based on meticulous use of primary evidence. All principal 


involved in the textile trade and the wide variety of contractual relationships involved. 

The scholarship dates from between 1974 and 1994, a period in which many 
previous assumptions about the economic and social history of the Indian sub- 
continent were challenged, particularly regarding the nature of the interaction between 
Europe and India. One of the contentious issues has long been the fate of the 
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indigenous textile industry when faced with competition from Great Britain. 
Nationalist and Marxist historians argued that the expansion of European commerce 
allied to the construction of the railways exposed the indigenous industry to the full 
force of competition with factory-produced cloth resulting ın its de-industrialisation. 
The articles, however, provide a persuasive counter-argument for the survival of the 


diversity their production and, thus, compete effectively with factory-manufactured 


factory-produced cloth. Clearly work needs to be done to explain the pattern of 
regional diversity and why eastern weavers failed to cope with competition unlike 
their peers elsewhere. There is evidence that Bengali weavers produced only a limited 
range of goods in the first place, but why did they fail to diversify? Was there a failure 


of the survival of craft industnes into the tweatieth century and beyond and of 
alternative paths to development. 


University of Strathclyde PATRICIA 8. COLLINS 


ROBERT M. URIU, Troubled Industries: Confronting Economic Change in Japan (Ithaca, 
NY: Cornell University Press, 1996. Pp.xiii + 285. ISBN 0 8014 3029 1, £33.50), 


Dispelling the myth that in the post-war era Japanese industnes have achieved an 
unrelenting record of growth and foreign market penetration, Unu has provided a 
fascinating account of how problems in certain ailing sectors have been tackled by 
business groups, politicians and bureaucrats. Although the emphasis is placed 
principally on an analysis of Japanese political economy, rather than business strategy 
and structure, there is much of benefit for the business historian in this perceptive 
study, which takes the earlier work of Chalmers Johnson on industrial policy into a 
new dimension. Disputing the common assumption that firms in distress often pursue 
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political solutions to their problems, Uriu argues 1n Part I of the book that the key 
variable dictating the degree of success enjoyed in this activity by what he calls 
“ndustry actors’ has been the viability of a particular industry's economic alternatives. 
He also emphasises bow the bureaucrats in MITI (the Ministry of International Trade 
and Industry) have been obliged to respond to societal pressures because of active 
lobbying by politicians, demonstrating how the former are by no means isolated and 
dispassionate when formulating policy. Furthermore, Uriu shows how international 
pressures have played a role 1n dictating solutions, especially in relation to Japan's 
trading and cartelisation policies, forcing through changes which may well have 
worked contrary to the interests of these troubled industries. 

These insights are valuable in themselves, but of equal importance to those who 
are interested in Japanese industrial development will be Part П, where detailed studies 
of individual sectors substantiate the general theses. The industries have been grouped 
into four main categories, using the level of concentration and the nature of the labour 
force as the two critena: Type I (aluminium and synthetic fibres) are highly 
concentrated with relatively small labour forces; Type П (integrated steel milis and 
shipbuilding) are also highly concentrated, yet have larger labour forces; Type Ш 
(steel mini-mills and paper) have a fragmented industrial structure and small labour 
force; and Type IV (cotton spinning and coal mining) are characterised by 
fragmentation and substantial numbers of employees. Much of the evidence has been 
derived from secondary sources, but it has been marshalled in a highly original 
fashion, leading to a much improved understanding of the policy-making scene across 
a wide range of industnes 

By far the shortest section in the book is Part III, where the conclusions and further 
observations are collected. The brevity of this section, however, should not fool 
readers into believing that there 1s little of substance here, because Uriu demonstrates 
his clear understanding of the policy-making theatre. In particular, he argues forcefully 
that ‘bureaucratic dominance’ views of Japan’s political economy provide misleading 
impressions of the actual process of industrial policy making. Fresh insights into 
MITI's activities are also provided, while in a brief conclusion he claims that the 
international and institutional approaches commonly adopted in 1nternational political 
economy ought to be integrated. 

There is much to be gained from reading this study of policy making in Japan. One 
might argue that Uriu takes a fair amount of knowledge for granted when discussing 
the extensive debate about the role MITI has played in Japanese industrial 
development since the late 1940s, and a historiographical chapter would have been 
useful. Similarly, assumptions have been made about the audience for this book, and 
those not conversant with the language of political economists might find difficulty in 
following sections of Parts I and III. On the whole, though, this 1s a valuable addition 
to a major debate, and there 1s considerable benefit to be derived from both the 
evidence accumulated on different ailing industries and the interpretation of industrial 
policy making in Japan. 


University of Leeds JOHN F. WILSON 
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TOM F. PETERS, Building the Nineteenth Century (Cambndge: Massachusetts Institute 
of Technology Press, 1996. Pp.xiv + 535; ills., maps. H/back ISBN 0 262 16160 5 
£32.50). 


dunng the nineteenth century. The author suggests that three stages may be 
distinguished, which cannot be divided into precise time periods, since change from 


techniques prevailed. The second Stage, exemplified by the Britannia and Conway 
railway bridges, featured planning with manual labour in mind, but in the event saw 
the use of mechanised techniques, as builders strove to ‘develop specialised forms of 
technological thought in building’ (p.xii). In the third stage, represented by such 
structures as the Mont Cenis Tunnel (1857—75), mechanised and industrialised 


providing criteria by which change can be judged. As 1s the way with models of this 
type, though, testing against further examples will no doubt point to the need for 
quahfications other than those the author presents. For instance, how well can the 
model be applied to buildings associated with nineteenth-century growth 1ndustries? 
Indeed, that the author admits he has carefully selected examples to make his points as 
clearly as possible brings concern in this respect. And this 1s added to because the 
examples of pre-industrial and transitional structures he sclects are associated with 
communications rather than with industry, so that the analysis presented is not as 
balanced with regard to type of structure as might be wished. 

This said, there 15 much to commend in the book. The ideas presented, which are 
wide-ranging and thought-provoking, will be of particular interest to those concerned 
with the nature and pace of technological change and why this occurred, not least with 
regard to market constraints. Moreover, the examples selected are explored in 


ingenious solutions they adopted and the confidence and vision they displayed. And 
there are numerous contemporary Illustrations, all reproduced to a high standard. They 


is based on an impressively wide range of contemporary and secondary source 
material and is written in a highly readable style Unfortunately, the price tag of £32.50 
in paperback 1s scarcely cheap, notwithstanding today's inflated book prices and the 
high standard of presentation that the publishers have achieved. 


University of Central Lancashire GEOFF TIMMINS 
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SUSAN STRANGE, The Retreat of the State: The Diffusion of Power in the World 
Economy (Cambridge: Cambndge University Press, 1996. Рр.хур + 218. H/back 
ISBN 0 521 56429 8, £40; p/back ISBN 0 521 56440 9, £14.95). 


This is the latest in a long line of important works by Susan Strange on international 
political economy. For ber, the basic question of such political economy has always 
been ‘who gets what’ in the international arena. In this book, that general issue 1s 
linked to the argument that the key actors who determine the answer to that question 
are no longer national states but transnational companies, broadly defined. This widely 
asserted proposition is expanded into three more controversial arguments. First, that 1n 
the late twentieth century there ıs a growing asymmetry among allegedly sovereign 
states in the effective authority they have within their national boundaries. Second, that 
changes in patterns of sovereignty are largely driven by technological and financial 
changes within the context of the emergence of a global economy. Third, that whilst 
transnational companies have gained powers at the expense of national governments, 
in significant areas no authority has taken over from those governments, leaving a 
yawning hole of non-authority, or 'ungovernance'. 

These propositions are advanced in the context of debates within the discipline of 
political economy, which she sces as still far too concerned with the activities and 
powers of national states. For her it 1s cleariy the case that TNCs have become major 
political as well as economic actors, and that any adequate political economy must 
start from this premise. 

These general arguments are backed up with a range of case studies. Some of these 
are relatively conventional, such as that on telecommunications. Others are more 
unusual, especially that on the Mafia. What may seem at first sight a wholly eccentric 
case 1s actually used to good effect to support the general tbesis of tbe book. The 
Mafia, she argues, has many of the characteristics of a INC, responding to changes in 
the market for drugs, whilst using the liberalisation of international financial markets 
to internationalise and diversify its position. It also for a long time existed in a 
symbiotic relation to the Italian state, which allowed it to function in areas where the 
state itself lacked powers and legitimacy. In recent years the Italian state has sought to 
control the increasingly arbitrary rule of the Mafia, but with limited success, both 
because of the strength of the market for narcotics and the ability of funds to be 
‘laundered’ ın ways about which national governments can do little. 

Other case studies cover insurance, the ‘big six’ accountancy firms which now 
dominate the world, and the role of international cartels. In the latter instance 
Strange accepts that there 1s very little modem evidence to use as the basis for 
analysis, and wonders why the role of these cartels, once regarded as highly 
important, has lost interest for academics. As she suggests, it seems unlikely that it 
15 because such cartels have become unimportant. Yet governments have seemingly 
lost interest ın the subject, and academics have followed suit. Finally, she argues, 
this erosion of national state power has not been matched by the rise of powerful 
international institutions. Most of these remain either subordinate to one or two 
national government or largely ineffectual. In the case of the EU, she argues, whilst 
national governments have lost sovereignty, none of the supra-national bodies has 
gained a great deal. Government per se has weakened in relation to TNCs and 
market forces. 

This is not a work of business history. Its approach derives from the concerns of 
political economy, and its coverage is highly contemporary. Nevertheless, its approach 
to current changes in the world economy, and the place of international business in 
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those changes, 1s challenging and important, and should be of interest to any business 
historian concerned with contemporary developments in the world economy. 


Brunel University JIM TOMLINSON 


HAROLD PERKIN, Professional Elites in the Modern World (London: Routledge, 1996. 
Pp.xviii + 253. H/back ISBN 0 415 14337 3, £45; p/back ISBN 0 415 14338 ] £25). 


Harold Perkin describes this book as the third volume of an unintended trilogy. The 
first book, The Origins of Modern English Society 1780-1880, was about how the 
Industrial Revolution, which he considers to be the second great revolution in human 
history (the first being what he calls the Neolithic Revolution, when settled 
agricultural communities developed), was essentially a social revolution. In the second 
book, The Rise of Professional Society. England since 1880, he described how 
professional men took over all the major institutions of Britain's government and 
economy, thus bringing about Perkin's ‘Third Revolution', the nse of professional 
society. This third book, he states, is intended to extend this analysis of the rise of 
professional society to six other countries since the Second World War, the USA, 
France, East and West Germany, the Soviet Union and J apan. 

Disappointingly, this book is not really a sequel to The Rise of Professional 
Society. It is not so much an historical study of the professional elites in the seven 
societies he discusses as a tract for the times, an extended polemical pamphlet. Britain 
and the USA are doomed to economic collapse and social disaster, is his message, 
unless therr politicians, and especially their businessmen, learn the error of their 
unfettered free-market beliefs and 1mitate the social market economies of Continental 
Europe, particularly Germany, or the East Asian Confucian-inspired societies, with 
their emphasis on social harmony and team spirit. The problem with professional 
societies, he believes, is the tendency of professional elites — like other elites before 
them — to abuse their power and exploit their societies, diverting ever more resources 
towards themselves, careless of the welfare of the dispossessed below them. It was the 
corruption of the professional elites that was responsible for the collapse of the Soviet 
regime; other suggested explanations are 'beside the point'. If this problem 1s nox 
solved, if professional elites are not recalled to a sense of their social responsibility, 
future generations will be plunged back into the dark ages. The question 1s, ‘are we 
content to let the false prophets of individual greed and unenlightened self-interest 
lead us down the primrose path to the everlasting bonfire?’ (p.218). 

The case for this apocalyptic vision is not argued, but rather asserted, and re- 
asserted. In support of it, little information is Offered that could not be gleaned from 
the media by anyone with а moderate interest in current affairs. As with his dismissal 
of alternative explanations for the collapse of the Soviet regime, short shrift is given 
to anything that might contradict or modify what he wishes to emphasise. Criticisms 


example, are brushed aside: the Japanese system has triumphed over corruption 
scandals and world economic depression alike. While he mentions the very high 
property prices prevailing 1n Japan in the 1980s, he does not mention the difficulties 
that the collapse of these prices caused, and continues to cause, to Japanese financial 
institutions, or the perception by many Japanese — even among politicians, 
businessmen and civil servants — that their economic system needs radical reform. He 
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makes much play with tired analogies between top businessmen and ‘feudal’ barons; 
one need not be a medievalist to find his idea of ‘neo-corporate feudalism’ dated and 
unilluminating. 

Even historians can be allowed to care deeply about their subject and arguments, 
but the style Perkin employs 1s not so much passionate as intemperate. This is 
unfortunate, because the way in which the book has been written builds up resistance 
to tbe points that be wishes to put across. His basic concept of professional society is 
interesting and merits being taken seriously, even if it is likely that few would fully 
accept his assessment of its importance and implications. This book 1s not the best way 
for his ideas to get a fair hearing. 


University of Warwick CHRISTINE SHAW 


MARTIN CAMPBELL-KELLY and WILLIAM ASPRAY, Computer: A History of the Information 
Machine (New York: Basic Books, 1996. Pp.ix + 342; illus. ISBN 0 465 02989 2, 
$28). 


Computer, part of the Sloan Technology Series, is intended to inform the general 
reader about the development of computer technology, a task it fulfils successfully by 
presenting a fascinating and readable story of the development of the computer’s 
technical, business and social dimensions. It achieves far more than this, however. 
Martin Campbell-Kelly and William Aspray, both respected computer historians, have 
compiled the most comprehensive history of computing yet assembled, offering 
historians of business and technology, as well the general reader, an extremely useful 
overview of this essential piece of modern history and correcting some of the biases 
prevalent in many popular and scholarly accounts. 

The book is divided into four parts. Part One, ‘Before the Computer’, 1s extremely 
valuable to business historians because it counters one of the most prevalent biases in 
the literature: a tendency to focus on the lineage of the scientific and technical ideas 
behind computing (such as Charles Babbage's analytical engine) and to ignore the 
roots of the computer business in tbe office machines businesses of the nineteenth and 
twentieth centunes. In addition to discussing the Babbage strand of pre-computer 
history, Campbell-Kelly and Aspray also devote considerable attention to these 
business roots. They discuss the development, manufacturing, marketing and business 
use of office technologies from typewnters to Herman Hollerith’s tabulating systems. 
In the process, they inform readers about the office machinery roots of the firms that 
would domunate the early decades of computing (such as IBM and NCR). 

Part Two, ‘Creating the Computer’, covers more frequented terrain: the invention 
and early development and use of computers. The authors touch only lightly on the 
endless technical debates among computer historians and aficionados about who 
invented what first; moreover, to their credit they cover Britsh as well as American 
claims. Nevertheless, business historians as well as many general readers will value 
more highly their coverage of the business market from the dual perspectives of 
business users of computers and of computer vendors (particularly IBM). 

Part Three, ‘Innovation and Expansion’, deals with a wide array of computing 
innovations after the first generations of mainframes but before personal computing. 
The chapter on real-ume computing provides fascinating accounts of MIT's Project 
Whirlwind, the Sage defence system and the Sabre airline reservation system, as well 
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as an interesting but weakly linked section on bar codes. The chapter on software 
provides the most comprehensive account yet available of technical and business 
developments in software, ranging from the emergence of programming languages and 
application software to the software crisis of the mid-1960s and the consequent 
emergence of software engineering. Finally, ‘New Modes of Computing’ briefly 
sketches several developments of the 1960s and 1970s, including АКРА" 
encouragement of time-sharing, and the emergence of the Unix operating system, 
minicomputers and microelectronics. While this chapter’s coverage is admittedly 
selective (it ignores artificial intelligence and robotics, for example), Campbell-Kelly 
and Aspray explain in the introduction that they intentionally focused on 
developments that contributed to the later emergence of personal computing in order 
‘to redress the commonly held notion that the computer transformed from the 
mainframe to the personal computer 1n one giant leap’ (p.5). 

Section Four, ‘Getting Personal’, is a compelling account of the various technical, 
cultural and business strands that combined to foster the emergence of the personal 
computer and computer networking. I found this section particularly fascinating, 
_ probably because it chronicles many developments — from graphical user interfaces to 
the World Wide Web — that I experienced directly. Despite the recency of these 
developments, the authors offer useful historical perspective, for example, by 
comparing the role of hobbyists ın early personal computing and in wireless radio 
broadcasung, and by comparing the capabilities of the World Wide Web to those of 
Vannevar Bush's 1945 vision of the ‘memex’ personal memory supplement. 

In documentation, the authors successfully address the needs of both historians 
and general audiences. While the text itself includes no references, the notes for each 
chapter provide brief but useful reviews of relevant literature, along with specific 
references primarily for quotations. Full citations for all sources appear in the 
bibliography. 

Computer 1s an important and valuable contribution to the history of this critical 
technology It covers an enormous amount of information, presenung it in a form 
useful to business historians as well as to general readers, while simultaneously 
debunking myths now present ın popular computer history and correcting biases 
prevalent in scholarly computer history. 


MIT Sloan School of Management JOANNE YATES 


SUZANNE BERGER and RONALD DORE (eds.), National Diversity and Global Capitalism 
(Ithaca, NY: Cornell University Press, 1996. Pp.vili + 387; H/back ISBN 0 8014 3234 
£35; p/back ISBN 0 8014 8319 0, £14). 


This thought-provoking book consists of a collection of papers by a group of authors 
from diverse intellectual backgrounds, brought together for a conference at Bellagio in 
1993. The contributors include economists, political scientists, sociologists, a 
management theorist, a legal scholar and a banker, and are drawn from the United 
States, Europe and Japan. The conference papers are sandwiched between an 
introduction by Suzanne Berger, which provides an excellent summary and overview 
of the proceedings, and a concluding comment by Ronald Dore, which is highly 
provocative. 

The central 1ssue concerns whether or not recent trends towards global economic 
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integration must operate to produce convergence across nations 1n the structures of 
production and in the relations among economy, society and state. Do the forces of 
competition, imitation, diffusion of best practice, trade and capital mobility destroy 
national diversity? If so, then interventionist policies to shape markets, to build 
economic advantage, to shield companies from foreign competition, or to insulate 
national preferences against market forces cannot provide a basis for new international 
rules. Rather, the alleged success of such poligies in countries like Japan or Germany 
must depend in part, at least, on the possibility of exploiting a free-trading 
international regime in which other countnes play by a more constrained and 
handicapping set of rules about the use of state power. 

À number of the papers make the case for the inevitability of convergence of both 
macroeconomic performance and microeconomic institutions in the face of 
globalisation, but for a variety of different reasons. First, Dore and Paul Streeten both 
argue that institutions that privilege considerations of equality, justice and solidanty 
are not viable when exposed to the cold winds of global compettion, because capital 
can migrate to avoid local constraints. Second, Carl Kester and Yutaka Kosai argue 
that a global market leads to competition among diverse models and that certain 
features of each system will be seen to have decisive advantages and be borrowed 
elsewhere, leading to convergence. Third, Miles Kahler and Sylvia Ostry argue that 
distinctive national institutions come to be seen as impediments to trade, leading to 
international pressure for change, such as the Structural Impediments Initiative talks 
between Japan and the United States during 1989—90. Fourth, Shijuro Ogata notes how 
domestic interest groups may add to this foreign political pressure for convergence, 
using the case of Japanese retailing as an example. 

Other authors stress the resilience of national models in the face of globalisation, 
also for a variety of reasons. First, Robert Boyer and Robert Wade both stress the 
indeterminacy of market processes, with the restnctions needed to bring about a 
unique equilibrium very stringent indeed, and unlikely to be met in practice. Second, 
Boyer and Wade also both see the possibility of functional equivalents in systems of 
production such as Japanese lean production, German high-skill, high-quality social 
market economy, Italian industrial districts, or US flexible mass production. As 
economists like to put it, there 1s more than one way to skin a cat. Third, Andrea 
Boltho and Peter Gourevitch argue for tightness of fit in national systems of 
production, or complementarity among institutions. The idea here 1s that national 
production systems are tightly bundled packages of specific national resources, 
institutions and legacies, so that 1t 1s not possible to change one practice or institution 
without requiring changes in other pieces of the system. Fourth, a number of authors 
consider the possibility of political opposition to the implications of global integration. 
Protectionist pressures during the NAFTA debate and the political opposition to the 
Maastricht Treaty in the EU are cited as evidence here, although some of the authors 
are doubtful about the prospects for success of such opposition movements. 

The book ends with Dore's provocative suggestion that countries should be 
allowed under GATT to protect against ‘technologically superior competitors’, to 
avoid being forced to converge on Japanese levels of hard work. Under his 
Investment Inviting Import Quantity Restrictions or Triple IQRs, although import 
quotas are imposed, they are counterbalanced by a requirement that any overseas 
producer building factones in the protecting country should be given all the facilities 
given to domestic producers. However, as Dore acknowledges, the problem is that the 
widening wage differentials, unemployment and so on in the rich countries are widely 
seen as being due to imports from poor, technologically inferior countnes rather than 
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other rich countnes. Hence Dore concludes with a painful dilemma. One 
(international) argument from fairness says that it 1s against poor countries that one 
should not use protectionist weapons; the other (domestic) argument for fairness says 
that in order to avoid an unfair distribution of the costs, it is precisely against the poor 
countries that one should discriminate. 

This book has its good moments, but in general I found it rather disappointing. On 
its own terms, there was little evidence of much genuine interdisciplinary interaction; 
most authors stuck to their preferred mode of argument and largely ignored alternative 
approaches, More generally, readers of this journal will find the book very lacking in 
historical perspective. Only Boyer really marshals the pre-World War II evidence in 
any kind of systematic way, and this is largely restricted to the macro-level. This 15 
unfortunate, since it is not obvious that the world economy today is more globally 
integrated than before 1914. It is also rather disappointing, given the large historical 
literature on topics such as the origins of multinational enterprise, overseas lending, 
migration, foreign trade and protection. 


University of Warwick STEPHEN BROADBERRY 
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